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12 VAC 30-90-19.

Subject to legidative authorization as required and the avaladility of locd, State, and Federd

funds, and based upon a transfer agreement and the subsequent transfer of funds, DMAS makes

additiond payments to locd government nurang faciliies. A locd govarnment nurang facility

is defined as a provider owned or operated by a county, city, or other local government agency,

indrumentdity, authority or commisson.

DMAS usss the following methodology to cdculate the additiond Medicad payments to loca

government nurang fadilities

1) For each State Fiscd Year, DMAS cdculaies the maximum additional payments

that it can make to the locd government nurdng facilities in conformance with 42

CER 447.272 (a).

2) DMAS determines a tota additiona payment amount to be made in a manner not

to exceed the maximum additiona payment amount caculated in step 1 above.

3 Usng the laet fiscd peiod for which the locad government nursng fadilities

have completed cost reports on file with DMAS, the Department determines the

totd Medicad days reported by each loca government nursing facility for that

fiscal period.
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4) DMAS divides the totd Medicaid days for each locd government nursng facility
by the totd Medicad days for al locd government nursing fadlities to determine
the supplementation factor for each.

5) For each locd government nursng facility, the Depatment multiplies the locd
government nursing facility's supplementation factor determined in sep 4 above
by the totd additiond payment amount identified in step 2 above to determine the
additiond payment to be made to each local government nursing facility.

CERTIHED:

Date C. Mack Brankley, Acting Director

Dept. of Medica Assstance Services
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Part 11

Nursing Home Payment System

Subpart |

General

12V AC30-90-20. Nursing home payment system; generally.
A. Effective October—1,-1990, July 1, 2001, the payment methodology for nurang facility (NF)

reimbursement by the Virginia Depatment of Medicd Assgtance Services (DMAYS) is st forth

in this part.

B. Three separate cost components are used: plant or capita, as appropriate, cost[- ; ] operating

cost [ ] and nurse ade training and competency evauaion program and competency evauation
program (NATCEPs) cogts. The rates, which are determined on a facility-by-fadlity bass, shdl
be based on annual cost reports filed by each provider.

C. Effective July 1, 2001, in A determining the celing limitations, there shal be direct patient

cae medians edablished for nurdng facilities in the Virginia portion of the Washington DC-
MD-VA Metropolitan Statisticd Area (MSA), the Richmond-Petersburg Metropolitan Statistica

Area (MSA), and in the rest of the state. There shdl be indirect patient care medians established
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for nurang fadilities in the Virginia portion of the Washington DC-MD-VA MSA, for NFs with

less than 61 beds in the rest of the state, and for NFs with more than 60 beds and in the rest of the

date. The Washington DC-MD-VA MSA and the Richmond-Petersburg MSA shdl include
those cities and counties as listed and changed from time to time by the Hedth Care Financing
Adminigration (HCFA). A nursng facility located in a jurisdiction which HCFA adds to or
removes from the Washington DC-MD-VA MSA or the Richmond-Petersourg MSA shdl be
placed in its new peer group, for purposes of rembursement, a the beginning of its next fiscd
year following the effective date of HCFA's find rule.

D. Inditutions for mental diseases providing nursing services for individuds age 65 and older

shall be exempt from the prospective payment system as defined in 2 MVAC-30-90-35 Articles 1

and 3, [E2VACE30-90-40 Article 4, [E2VAC30-90-60 Atrticle G, and [E2+AG30-90-80- Artide

8], as ae mentd retardation facilities All other sections of this payment sysem rdating to
rembursable cost limitations shdl agoply. These fadilities shdl continue to be rembursed
retrogpectively on the basis of reasonable costs in accordance with Medicare and—Medicaid

principles of rembursement and Medicad principles of rembursement in effect on June 30,

2000, except that those that are defined as skilled nursing facilities (SNFs) and are operated by
the Department of Mental Hedlth, Mental Retardation and Substance Abuse Services $dl not be
subject to the routine cost limits that are normaly required and applicable under Medicare
principles of rembursement. Reimbursement to Intermediate Care Facilities for the Mentdly
Retarded (ICF/MR) shdl be limited to the highest raie pad to a sae ICF/MR inditution,

approved each July 1 by DMAS.
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E. Except as specificaly modified herein, Medicare principles of reimbursement, as amended
from time to time, shdl be used to edablish the dlowable cogts in the rae caculaions.
Allowable costs must be classified in accordance with the DMAS uniform chart of accounts (see

12VAC30-90-270) and must be identifidble and werified— veifiddle by contemporaneous

documentation.  All maiters of rembursement which are pat of the DMAS rembursement
sydem shdl supersede Medicae principles of rembursement. Wherever the DMAS
rembursement sysem conflicts with Medicare principles of rembursement, the DMAS
reimbursement system shall take precedence. Appendices are a part of the DMAS rembursement
system.

12 VAC 30-90-21 through 12 VAC 30-90-28. Reserved.

Subpart I1

Rate Deter mination Procedures

Article 1. Transition to new capital payment methodol oqy.

12 VAC 30-90-29.

A. This section provides for a trandtion to a new capitd payment methodology. The

methodology that will be phased out for most facilities is described in Artide 2.  The

methodology that will be phased in for most facilities is described in Articdle 3. The terms and

timing of the trangtion are described in this aticle.
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B. Trandtion Policy. Nurdng fadilities enrolled in the Medicad program prior to July 1,

2000 shdl be pad for capitd relaed costs under a trandtion policy from July 1, 2000 through

June 30, 2012.

Facilities and beds paid under the trandtion policy shdl receve payments as

follows

During SFY2001, each fadility’s capitd per diem shdl be the fadility’s capitd

per diem on June 30, 2000. The methodology under which this per diem is

determined shdl be the plant cost reimbursement methodology in effect as of

June 30, 2000.

During SFY 2002, each facility subject to the trandtion policy shdl be pad

for capitd costs under the methodology described in Article 2.

During SFY 2003 through SFY 2012, each facility subject to the trandtion

policy shal have a capitd per diem that is a percentage of the per diem

described in Article 2 plus a percentage of the per diem described in Article 3.

The percentage associated with the per diem described in Artide 2 shdl be

90% for services provided in SFY 2003, 80% for services in SFY 2004, 70%

for sarvices in SFY 2005, and 0 on until the percentage is 0% for sarvices in

SFY 2012. The percentage associated with the per diem described in Article 3

shdl be equa to 100% minus the percentage associated with the per diem
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described in Article 2. In SFY 2012, the capitd per diem shdl be based

entirdly on the per diem described in Article 3.

pursing—faeilities Return on eguity (ROE) for leased facilities shall be phased out dong with the

methodology described in Artide 2. Leased fadilities shdl be digible for ROE after July 1,

2001, only if they were receiving ROE on June 30, 2000.]

D. Beds Excluded from the Transition Policy. Effective July 1, 2001 newly constructed

facilities and new and replacement beds of previously enrolled facilities, completed after

July 1, 2000, shall be paid entirely under the methodoloqy described in Article 3 without

application of the transition policy. However, facilities and beds with COPN applications

submitted as of June 30, 2000, shall be subject to the transition policy. Facilities

changing ownership after June 30, 2000, [shall-be-paid—during-the transition-period—the

described-in-Article-3: if the facility being sold is not part of a chain organization, or if it
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is part of a chain organization consisting of no more than two facilities, shall be paid the

per diem rate described in Article 3.] [ For purposes of this provision, the number of

facilities in a chain shall be determined by counting nursing facilities, hospitals, and any

other health care facilities that are licensed to admit patients or residents, whether or not

they participate in the Medicaid program. Facilities in Virginia and in other states shall

be counted in determining the number of facilities in a chain. Facilities shall be

considered to form a chain if there is common ownership of the physical assets, or a

common operator, or both.]

E Emergency regulations effective July 1, 2000, provided for a facility specific fixed capita

per diem applicable to sarvices in SFY 2001, that is not to be adjusted at settlement.  After SFY

2001, the per diem that would have been applicable to SFY 2001, under the methodology in

Artide 2 shdl be cdculated. If there are two provider fisca years that overlap SFY 2001, this

per diem shdl be a combinaion of the two applicable per diem amounts. If the per diem

provided in the emergency regulations is lower than the per diem based on Artide 2, the

difference, multiplied by the days in SFY 2001, shdl be pad to the facility. If the per diem

provided in the emergency regulaions is higher, the difference, multiplied by the days, shdl be

colected from the fadlity in the sdtlement of the provider vear sdtled after the difference is

cdculated.
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Articlex 2

Plant Cost Component

12V AC30-90-30. Plant cost.

A. This Article describes a capital payment methodology that will be phased out for most nursing

facilities by SFY 2012. The tems and timing of the trandtion to a different methodology are

described in Artide 1. The methodology that will eventudly replace this one for mogt facilities

isdescribed in Article 3.

A. B. Pant cost shdl include actud dlowable depreciation, interest, rent or lease payments for
buildings and equipment as well as property insurance, property taxes and debt financing costs
alowable under Medicare principles of reimbursement or as defined herein.

-B. C.—TFo—Effective July 1, 2001, to caculate the reimbursement rate, plant cost shdl be

converted to a per diem amount by dividing it by the greater of actud patient days or the number
of patient days computed as 95% 90% of the daly licensed bed complement during the

gpplicable cost reporting period. [For fadilities that aso provide specidized care services, see 12

VAC 30-90-264 section 10, for speciad procedures for computing the number of patient days

required to meet the 90 percent occupancy reguirement.]
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D. Cods reaed to equipment and portions of a building/facility not avalable for patient care

related activities are non-rembursable plant costs.

12V AC30-90-31. New nursing facilities and bed additions.

A. Providers shal be required to obtain three competitive bids when (i) condructing a new
physcd plant or renovating a section of the plant when changing the licensed bed capacity, and
(ii) purchasing fixed equipment or mgor movable equipment related to such projects.

All bids must be obtained in an open competitive market manner, and subject to disclosure to

DMAS prior to initid rate setting. (Related parties see 12VAC30-90-51.)

B. Rembursable costs for building and fixed equipment shdl be based upon the 34-(25%-of-the

median) 75" percentile

sguare foot costs for NFs published annudly in the R.S. Means Building Congruction Cost Data
as adjusted by the appropriate R.S. Means Square Foot Costs "Location Factor" for Virginia for
the locdity in which the NF is located. Where the specific location is not liged in the R.S. Means
Square Foot Codts "Location Factor" for Virginia, the facility's zip code shdl be used to
determine the agppropriate locdity factor from the U.S. Posd Services Nationa Five Digit Zip
Code for Virginia and the R.S. Means Square Foot Costs "Location Factors" The provider shall
have the option of sdecting the condruction cost limit, which is effective on the dae the
Certificate of Public Need (COPN) is issued or the date the NF is licensed. Totad cost shdl be
caculaed by muitiplying the above 34 75" percentile square foot cost by 385 square feet (the
average per bed square footage). Totd costs for building additions shall be caculated by

multiplying the square footage of the project by the applicable components of the congruction
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cost in he R.S. Means Square Foot Costs, not to exceed the total per bed cost for a new NF.
Reasonable limits for renovations shdl be determined by the appropriate cods in the R.S. Means
Repar and Remodding Cost Data, not to exceed the total R.S. Means Building Congruction
Cost Data 375" percentile square foot costs for [Aursing-hemes NFs].

C. New NFs and bed additions to existing NFs must have prior gpprova under the dtate's
Cetificate of Public Need Law and Licensure regulations in order to receve Medicad
reimbursement.

D. However in no case shdl dlowable reimbursed costs exceed 110% of the amounts gpproved
in the origind COPN, or 100% of the amounts gpproved in the origind COPN as modified by
any "dgnificant change’ COPN, where a provider has satisfied the requirements of the State
Depatment of Hedth with respect to obtaning prior written gpprovd for a "dgnificant change'

to a COPN which has previoudy been issued (see 12VAC5-220-10 et seq.).

12VAC30-90-32. Major capital expenditures.

A. Mgor capitd expenditures include, but are not limited to, mgor renovations (without bed
increase), additions, modernizetion, other renovations, upgrading to new dsandards, and
equipment purchases. Mgor capitd expenditures shal be any capitd expenditures costing
$100,000 or more each, in aggregate for like items, or in aggregate for a particular project. These
include purchases of amilar type equipment or like items within a one cadendar year period (not
necessarily the provider's reporting period).

B. Providers (including related organizations as defined in 12VAC30-90-51) shdl be required

to obtain three competitive bids and if gpplicable, a Certificate of Public Need before initiating



DEPT. OF MEDICAL ASSISTANCE SERVICES
Methods and Standards for Establishing Payment Rates-Long-Term Care
12 VAC 30-90-20 through [12\/AC-30-90-280-12 VA C 30-90-300]Page 12 of 138

ay mgor capitd expenditures. All bids must be obtained in an open competitive manner, and
subject to disclosure to the DMAS prior to initid rate setting. (Related parties see 12VAC30-90-
51.)

C. Usful life shdl be determined by the American Hospitd Association's Edimated Useful
Lives of Depreciable Hospitl Asssts (AHA). If the item is not included in the AHA guiddlines,
reasonableness shall be gpplied to determine useful life.

D. Mgor capital additions, modernization, renovations, and costs associated with upgrading the
NF to new standards shal be subject to cost limitations based upon the gpplicable components of

the condtruction cost limits determined in accordance with 12V AC30-90-31 B.

12V AC30-90-33. Financing.

A. The DMAS ghdl continue its policy to disdlow cos increases due to the refinancing of a
mortgage debt, except when required by the mortgage holder to finance expansons or
renovatiions. Refinancing shdl dso be permitted in cases where refinancing would produce a
lower interest rate and result in a cost savings. The total net aggregate alowable cods incurred
for dl cost reporting periods related to the refinancing cannot exceed the totd net aggregate costs
that would have been alowable had the refinancing not occurred.

1. Refinancing incentive. Effective July 1, 1991, for mortgages refinanced on or after that dete,
the DMAS will pay a refinancing incentive to encourage nursng facilities to refinance fixed-rate,
fixed-term mortgage debt when such arangements would benefit both the Commonwedth and
the providers. The refinancing incentive payments will be made for the 10-year period following

an dlowable refinancing action, or through the end of the refinancing period should the loan be
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less than 10 years, subject to a savings being redized by application of the refinancing
cdculation for each of these years. The refinancing incentive payment shal be computed on the
net savings from such refinancing applicable to each provider cost reporting period. Interest
expense and amortization of loan costs on mortgage debt applicable to the cost report period for
mortgage debt which is refinanced shal be compared to the interest expense and amortization of
loan cogts on the new mortgage debt for the cost reporting period.

2. Cdculation of refinancing incentive. The incentive shdl be computed by cdculatiing two
index numbers, the old debt financing index and the new debt financing index. The old debt
finandng index shdl be computed by multiplying the term (months) which would have been
remaining on the old debt a the end of the provider's cost report period by the interest rate for
the old debt. The new debt index shdl be computed by multiplying the remaining term (months)
of the new debt a the end of the cost reporting period by the new interest rate. The new debt
index shdl be divided by the old debt index to achieve a savings ratio for the period. The savings
ratio shdl be subtracted from afactor of 1 to determine the refinancing incentive factor.

3. Cdculation of net savings. The gross savings for the period shall be computed by subtracting
the dlowable new debt interest for the period from the alowable old debt interest for the period.
The net savings for the period shdl be computed by subtracting alowable new loan cods for the
period from dlowable gross savings gpplicable to the period. Any remaning unamortized old
loan costs may be recovered in full to the extent of net savings produced for the period.

4. Cdculdion of incentive amount. The net savings for the period, after deduction of any
unamortized old loan and debt cancdlation cods, shdl be multiplied by the refinancing incentive

factor to determine the refinancing incentive amount. The result shal be the incentive payment
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for the cost reporting period, which shdl be included in the cost report settlement, subject to per

diem computations under 12VAC30-90-30 B and C, and 12VAC30-90-55 A.

5. Where a savings is produced by a provider refinancing his old mortgage for a longer time
period, the DMAS shdl cdculate the refinancing incentive and payment in accordance with
subdivisons A 1 through A 4 of this section for the incentive period. Should the caculdtion
produce both postive and negative incentives, the provider's totd incentive payments shdl not
exceed any net podtive amount for the entire incentive period. Where a savings is produced by
refinancing with ether a principd baloon payment a the end of the refinancing period, or a
vaiable interest rate, no incentive payment will be made dnce the true savings to the
Commonwedth cannot be accurately computed.

6. All refinancings must be supported by adequate and verifiable documentation and dlowable
under DMAS regulations to receive the refinancing savings incentive,

7. Bdloon loan rembursement. This subdivison gpplies to the condruction and acquistion of

nurang fadlities (as defined in 12VAC30-90-31 and 12VAC30-90-34) and mgor capitd

expenditures (as defined in 12VAC30-90-32) that are financed with baloon loans. A baloon

loan requires periodic payments to be made that do not fully amortize the principad tAance over
the term of the loan; the remaining balance must be repaid at the end of a specified time period.
Demand notes and loans with cdl provisons shal not be deemed to be baloon loans.

a. Incurred interest. Reimbursement for interest of a baloon loan and subsequent re-finandngs

shdll be consdered a variable interest rate loan under subsection B of this section.



DEPT. OF MEDICAL ASSISTANCE SERVICES
Methods and Standards for Establishing Payment Rates-Long-Term Care
12 VAC 30-90-20 through [12\/AC-30-90-280-12 VA C 30-90-300]Page 15 of 138

(1) A gandard amortization period of 27 years, from the inception date of the origind baloon
loan, must be computed by the provider and submitted to DMAS and used as the amortization
period for loans for renovation, congtruction, or purchase of anursng facility.

(2) A stlandard amortization period of 15 years, from the inception [date] of the origind baloon
loan, must be used as the amortization period for loans on furniture, fixtures, and equipmen.

(3) A loan which is used patidly for the acquistion of buildings, land, and land improvements
and patidly for the purchase of furniture, fixtures, and equipment must be prorated for the
purpose of determining the amortization period.

b. The dlowable interest rate shdl be limited to the interest rate upper limit in effect on the date
of the origind baloon loan, unless another rate is dlowable under subsection B of this section.

c. Fnancing codts The limitations on financing cogts st forth in subsection B of this section
shdl apply to baloon loans. Financing costs exceeding the limitations set forth in these sections
ghdl be dlowed to the extent that such excess financing costs may be offset by any avaladle
interest savings.

(1) A 27-year amortization period must be used for deferred financing costs associated with the
congtruction or purchase of anurang facility.

(2) A 15-year amortizetion period must be used for deferred financing costs associated with
financing of furniture, fixtures, and movable equipment.

(3) Financing cods associated with a loan used patidly for the acquidtion of buildings, land,
and land improvements and patidly for the purchase of furniture, fixtures, and equipment must

be prorated for determination of the amortization period.
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d. Cumulative credit computation. The computation of dlowable interest and financing codts
for baloon loans shdl be caculated using the following procedures:

(1) A slandard amortization schedule of dlowable costs based upon the upper limits for interest
and financing cogts shdl be computed by the provider and submitted to DMAS for the gpplicable
27-year or 15-year periods on the origind balloon loan.

(2) For each cost reporting period, the provider shal be dlowed the lesser of loan costs (interest
and financing costs) computed in accordance with subdivison 7.a of this subsection, or the
actud loan cogts incurred during the period.

(3) To the extent that there is a "credit” created by the actua loan cogts being less than the loan
costs computed on the amortization schedule in some periods, the provider may recover any
otherwise dlowable costs which result from the refinancing, extenson, or renewd of the baloon
loan, and any loan costs which have been disdlowed because the loan cods are over the
limitetion for some periods. However, the cumulative actud loan cost reimbursement may not
exceed the cumulative alowable loan cost as computed on the amortization schedule to that date.

(4) In refinancng or refinancings of the origind bdloon loan which involve additiond
borrowings in excess of the baance due on the origind baloon loan, the excess over the baance
due on the baloon loan shall be treated as new debt subject to the DMAS financing policies and
regulations. Any interet and financing costs incurred on the refinancing shal be dlocated pro
rata between the refinancing of the balloon loan and the new debt.

(5) In the event of a sde of the fadility, any unused baance of cumulative credit or cumulative
provider excess costs would follow the baloon loan or the refinancing of the baloon loan if the

baloon loan or its refinancing is paid by the buyer under the same terms as previoudy pad by
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the sdler. Examples of this are (i) the buyer assumes the exigting insdrument containing the same
rates and terms by the purchaser; or (ii) the bdance of the baloon loan or its refinancings is
financed by the sdler to the buyer under the same rates and terms of the existing loan as part of
the sde of the fadlity. If the loan is otherwise paid in full & any time and the fadlity is sold
before the full 27-year or 15-year amortization period has expired, the balance of unused
cumulative credit or cumulative provider excess costs shdl expire and not be conddered an
alowable cost.
e. In accordance with subdivison A 5 of this section, no refinancing incentive shdl be avalable
for refinancings, extensions, or renewas of balloon loans.
f. The baloon loan and refinancing of the baloon loan shdl be subject to dl requirements for
alowable borrowing, except as otherwise provided by this subsection.

B. Interest rate upper limit. Financing for al NFs and expansions which require a COPN and all
renovations and purchases shdl be subject to the following limitations:

1. Interest expenses for debt financing which is exempt from federd income taxes shdl be
limited to:

The average weekly rates for Baa municipa rated bonds as published in Cragie Incorporated
Municipd Finance Newdetter as published weekly (Representative re-offering from generd
obligation bonds), plus one percentage point (100 basis points), during the week in which
commitment for congtruction financing or closing for permanent financing takes place.

2.a Effective on and after July 1, 1990, the interest rate upper limit for debt financing by NFs

that are subject to prospective reimbursement shal be the average of the rate for 10-year and 30-
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year U.S. Treasury Congant Maturities, as published in the weekly Federal Reserve Statidtical
Release (H.15), plus two percentage points (200 basis points).

This limit (i) shdl apply only to debt financing which is not exempt from federd income tax,
and (ii) shdl not be avalable to NFs which are digible for such tax exempt financing unless and
until a NF has demongtrated to the DMAS that the NF failed, in a good fath effort, to obtain any
avalable debt financing which is exempt from federa income tax. For congruction financing,
the limit shal be determined as of the date on which commitment takes place. For permanent
financing, the limit shdl be determined as of the date of dosing. The limit shdl gpply to
alowable interest expenses during the term of the financing.

b. The new interest rate upper limit shal adso goply, effective July 1, 1990, to congtruction
financing committed to or permanent financing closed after December 31, 1986, but before July
1, 1990, which is not exempt from federd income tax. The limit shdl be determined as of July 1,
1990, and shal apply to dlowable interest expenses for the term of the financing remaining on or
after July 1, 1990.

3. Vaiable interest rate upper limit.

a. The limitaion st forth in subdivisons 1 and 2 of this subsection shdl be applied to debt
financing which bears a vaiable interest rate as follows. The interest rate upper limit shdl be
determined on the dae on which commitment for congdruction financing or codng for
permanent financing takes place, and shdl gpply to dlowable interest expenses during the term
of such financing as if a fixed interet rate for the financing period had been obtained. A "fixed

rate loan amortization schedule’ shal be created for the loan period, usng the interest rate cap in
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effect on the date of commitment for congtruction financing or the date of closng for permanent
financing.

b. If the interest rate for any cost reporting period is below the limit determined in subdivison 3
a above, no adjusment will be made to the provider's interest expense for that period, and a
"carryover credit” to the extent of the amount alowable under the "fixed rate loan amortization
schedule’ will be created, but not pad. If the interest rate in a future cost reporting period is
above the limit determined in subdivison 3 a above, the provider will be pad this "carryover
credit” from prior period(s), not to exceed the cumulative carryover credit or fhis- its | actud
cost, whichever isless.

c. The provider shdl be responsible for preparing a verifiable and auditable schedule to support
cumulative computations of interest clamed under the "carryover credit,” and shdl submit such
a schedule with each cost report.

4. The limitation s&t forth in subdivisons 1, 2, and 3 of this subsection shdl be gpplicable to
financing for land, buildings, fixed equipment, mgor movable equipment, working capitd for
congtruction and permanent financing.

5. Where bond issues are used as a source of financing, the date of sde shdl be consdered as
the date of closng.

6. The aggregate of the following costs shdl be limited to 5.0% of the total alowable project
costs:

a Examination Fees

b. Guarantee Fees

¢. Financing Expenses (service fees, placement fees, feashility Sudies, eic.)
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d. Underwriters Discounts

e. Loan Points

7. The aggregate of the following financing costs shdl be limited to 2.0% of the totd dlowable
project costs:

a Legal Fees

b. Cost Certification Fees

c. Titleand Recording Costs

d. Printing and Engraving Cogts

e. Rating Agency Fees

C. DMAS dhdl dlow costs associated with mortgage life insurance premiums in accordance
with §2130 of the HCFA-Pub. 15, Provider Reimbursement Manua (PRM-15).

D. Interest expense on a debt service reserve fund is an alowable expense if required by the
terms of the financing agreement. However, interest income resulting from such fund shdl be

used by DMAS to offset interest expense.

12V AC30-90-34. Purchases of nursing facilities (NF).
A. In the event of a sde of a NF, the purchaser must have a current license and certification to

recelve DMAS rembursement as a provider and mugt notify DMAS of the sde within 30 days of

the date legd title passes to the purchasar. The notification [shedid shal] indude:

1. That asale or transfer is about to be made or has aready occurred;
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2. The location and general description of the property:;

3. The names and addresses of the trandferee and trandferor and al such busness

names and addresses of the transferor for the last three years;

B. Thefollowing reimbursement principles shdl gpply to the purchase of aNF:

rembursement] [ The dlowable cog of a bona fide purchase of an existing nurang fadlity

(whether or not the parties to the sde are, were, or will be providers of Medicaid services) shdl

be the sdle’'s dlowable depreciated historical cost (net book value) as determined for Medicaid

rembursement.  The amount of dlowable debt or borrowing to finance such a purchase shdl be

limited to the greater of the amount of the sdler’s net book vaue of the assats purchased, or the
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Hdler’'s rdaed dlowable debt, both as determined for Medicad reimbursement plus required

finacing codts limited in accordance with the provisons of 12 VAC 30-90-33 sections B.6. and

B.7]

[2. For purposss of Medicad rembursement, a "bona fide' purchase shdl mean a trander of

titte and possesson for condderation between parties which are not rdated. Parties shdl be

deemed to be "rdated" if they are rdated by reasons of common ownership or control. If the

parties are membars of an immediate family, the sde shall be presumed to be between rdated

paties if the ownership or control by immediate family members, when apgregated together,

meds the ddinitions of "common owneship" or "control." See 12VAC30-90-51 C for

definitions of "common owneship," "control," "immediage family," and "donificant ownership

or contral." |

[4 2. 3] Theusgful life of the fixed assets of the facility shall be determined-by-AHA-guiddines.
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dpon—by—DBMAS. the Sdle’s remaning depreciable lives as determined for  Medicad

reimbursement.
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Article 3

Fair Rental Value Capital Payment System

12VAC30-90-35. General applicability. This article describes a capita payment methodology

that will be phased in for mos nursng fadlities by SFY 2012. The tams and timing of the

trandtion to a different methodology are described in Article 1. The methodology that this one

will replace for most facilitiesis described in Article 2.

12 VAC 30-90-36. Nursing Facility Capital Payment Methodology. Applicability. The

capitd payment methodology described in this aticle shdl be applicable to freesanding nursing

facilities but not to hospitd based faciliiess.  Hospitd based facilities shdl continue to be

rembursed under the methodology contained in Artide 2. [For purposes of this provison a

hospital based nurang facility shdl be one for which a combined cogt report is submitted on

behalf of both the hospital and the nurang fadility.]

Definitions. The following words and terms, when used in this regulation, shdl have the

following meaning unless the context dearly indicates otherwise:
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“Capitd cods’ means cods that include the cost dements of depreciation, interest, financing

costs, rent and lease costs for property, building and equipment, property insurance and property

taxes.

“Dae of acquidtion” means the date legd title passed to the buyer. If a legd titling date is not

determinable for a nurdang facility building, date of acoguidtion shal be consdered to be the date

a catificate of occupancy was issued by the appropriate licensng or building inspection agency

of thelocality where the nurdang fadility islocated.

“Fadlity average age’ means for a fadlity the weighted average of the ages of dl capitdized

asdts of the facility, with the welghts equa to the expenditures for those assets. The caculation

of averape age shdl take into account land improvements, building and fixed eguipment, and

maor movable equipment. The bads for the cdculation of average age shdl be the schedule of

asxats submitted annudly to the Department in accordance with the provisions of this section.

“Facility imputed gross sguare fed” means a number that is deermined by multiplying the

fadlity’'s number of nurang fadlity licensed beds licensed by the Virginia Depatment of Hedth

by the imputed number of gross square feet per bed. The imputed number of gross square feet

per bed shdl be 461 for fadilities of 90 or fewer beds, and 438 for facilities of more than 90 beds.

The number of licensed nurang facility beds shdl be the number on the last day of the provider's

most recent fiscd year end for which a cost report has been filed.
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“Factor for land and soft costs’ means a factor equaing 1.429 which adjusts the construction

cost amount to recognize land and capitalized costs associated with congtruction of a facility, that

are not part of the [RSMeans R.S. Means| congtruction cost amount.

“Fixed capitd replacement vaug® means an amount equa to the [RSMeans R.S. Meang 75"

percentile nursng home consruction cost per square foot, times the applicable [RSMeans R.S.

Means] hisorica cost index factor, times the factor for land and soft codts, times the applicable

[RSMeans R.S. Meang| [lecation—facter “Location Factor’], times facility imputed gross sguare

feet.

“FRV depreciation rat€’ means a depreciation rate equal to 2.86% per year.

“Hogpitd based facility” means one for which a sngle combined [Medicard—Medicare] cost

report isfiled that includes the costs of both the hospita and the nursng home.

“Movable capital replacement valueg’ means a value equa to $3,475.00 per bed in SFY 2001, and

shal be increased each July 1% by the same [RSMeans R.S. Means] historical cost index factor

that is used to cdculate the fixed capitd replacement vaue. Each year's updated movable

capitd replacement value shdl be used in the caculation of each provider's rate for the provider

year beginning on or after the date the new vaue becomes effective.




DEPT. OF MEDICAL ASSISTANCE SERVICES
Methods and Standards for Establishing Payment Rates-Long-Term Care
12 VAC 30-90-20 through [12\/AC-30-20-280-12 VA C 30-90-300]Page 30 of 138

“[RSMeans R.S. Means] 75" percentile nursng construction cost per square foot” means the 75"

percentile vdue published in the mos recent available edition of Building Congruction Cost

Data. In the 2000 edition of the [RSMeans R.S. Means] publication this vaue is $110, which is

reported as a January 2000 value.

“IRSMeans R.S. Meang] hisorical cost index factor” means the ratio of the two most recent

[RSMeans-R.S. Means] Higorica Cost Indexes published in the most recent avalable edition of

Building Congtruction Cogt Data.  In the 2000 edition of this RSMeans R.S. Means] publication

these two values are 117.6 (for 1999) and 115.1 (for 1998). The ratio of these vaues, and

therefore the factor to be used would be 1.022. This factor would be used to adjust the January

2000 vaue for the one year of change from January 2000 to January 2001, the mid-point of the

prospective rate year (SFY2001). The resulting cost value that would be used in SFY2001 is

$112.42. The indexes used in this cdculaion do not match the time period for which a factor is

needed. They rdate to 1998 and 1999, while 2000 and 2001 would be ided. However,

RSMeans does not publish index forecasts, 30 the most recent available indexes shall be used.

“[RSMeans R.S. Means] Jecation—factors Location Factors]” means those published in the most

recent available edition of Sguare Foot Costs. The 2000 location factors are shown in the

following Table 1. They will be updaied annudly and distributed to providers based upon the

most recent available data
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TABLE 1
[RESMEANS R.S. MEANS] COMMERCIAL CONSTRUCTION COST
LOCATION FACTORS (2000)

Zip Code Principal City L ocation
Factor
220-221 Fairfax 0.90
222 Arlington 0.90
223 Alexandria 0.91
224-225 Fredericksburg 0.85
226 Winchester 0.80
227 Cul peper 0.80
228 Harrisonburg 0.77
229 Charlottesville 0.82
230-232 Richmond 0.85
233-235 Norfolk 0.82
236 Newport News 0.82
237 Portsmouth 0.81
238 Petersburg 0.84
239 Farmville 0.74
240-241 Roanoke 0.77
242 Brigtol 0.75
243 Pulaski 0.70
244 Staunton 0.76
245 Lynchburg 0.77
246 Grundy 0.70

“Rentd rat€’ means for a prospective year a rate equa to two percentage points plus the vidd on

US Treasury Bonds with maturity over 10 vears, averaged over the most recent three caendar

vears for which data are avalable, as published by the Fedard Resarve (Federd Resave

Statistical Reease H.15 Sdlected Interest Rates  [(waaansbogfrbfedus/releases))

(Wwww.Federalreserve.govirdeases/)]. Rental rates may not fal bdow 9% or exceed 11% and

will be updaed annudly on or about July 1% each year. The rae will be published and
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disributed to providers annudly. Changes in the renta rate shal be effective for the providers

fiscal year beginning on or after July 1%.

“Required occupancy percentage’ means an occupancy percentage of 90%.

“SFY” means State Fiscal Year (July 1% through June 30")

A. Far Rentd Vaue Payment for Capital. Effective for dates of sarvice on or after July 1

2001, the [state—ageney DMAS shdl pay nurdng facility capitd rdated costs under a

Far Rentd Vdue (FRV) methodology. The payment made under this methodology shdl

be the only payment for capitd rdated cods, and no separate payment shall be made for

depreciation or interest expense, lease costs, propaty taxes, insurance, or any other

capitd rdated cost, including home office capitd cods. This payment is conddered to

cover cods rdated to land, buildings and fixed eguipment, major movable eguipment,

and any other capitd rdated item. This shdl be the case regardless of whether the

property is owned or leased by the operator. The Department shal review the operation

and paformance of the FRV methodoloqy every two years.

B. FRV Rate Year. The FRV payment rate shall be a per diem rate determined each year for

each fadility, usng the most recent available data from settled cost reports, or from other

verified sources as ecified herein. The per diem rate shal be determined prospectivdy

and shdl apply for the entire fisca year. Each provider shdl receive a new capitd per




DEPT. OF MEDICAL ASSISTANCE SERVICES
Methods and Standards for Establishing Payment Rates-Long-Term Care
12 VAC 30-90-20 through [12\/AC-30-90-280-12 VA C 30-90-300]Page 33 of 138

diem rate each year effective a the dart of the provider’s fisca year. Data dements that

are provider specific shdl be revised at that time and shdl rdy on the Filed settled ] cost

report and schedule of assats of the previous vear. Data dements that are not provider

soecific, including those published by RSMeans and the rental rate, shdl be determined

annualy on or about July £ and shdl apply to provider fiscd years beginning on or after

Juy . That is, each July £ DMAS shdl determine the RSMeans vaues and the renta

rate, and these shall apply to al provider fiscal years beginning on or after July 1%,

12 VAC 30-90-37. Cdculdion of FRV Pe Diem Rate for Capitd. Cdculation of FRV Rentd

Amount. Change of Ownership.

A. Cdculaion of FRV Per Diem Rate for Capitd. The facility FRV per diem rae

shdl be equd to the sum of the fadlity FRV rentd amount and the fadlity's

dlowable propearty tax and insurance cost from the most recent settled cost report,

divided by the greater of actua patient days or 90 percent of the potential patient

days for dl licensed beds throughout the cost reporting period. [For facilities that

adso provide specidized care services, see 12 VAC 30-90-264 section 10, for

specid procedures for computing the number of patient days required to medt the

90 percent occupancy requirement.]

B. Cdculaion of FRV Rentd Amount. The fadlity FRV rentd amount shdl be

equd to the facility prospective year total vaue timesthe rentd rate.
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1. The fadlity progpective vear totd vdue shdl be egud to the fadlity

prospective vear replacement vaue minus FRV  depreciation. FRV

depreciation equals the prospective yvear replacement vaue multiplied by the

product of facility average age and the depreciation rate.  FRV depreciation

cannot exceed 60% of the prospective year replacement vaue.

2. The fadlity prospective year replacement vdue shal be equd to the fixed

capitd replacement vaue plus the movable equipment replacement value.

C. Change of Ownership. As provided in connection with Schedule of Assts

reporting, the sde of nurang facility assats after June 30, 2000 shal not result in a

change to he Schedule of Assts or to the cdculation of average age for purposes

of reimbursement under the FRV methodology. Therefore any sde or transfer of

asxdis dter this dae shdl not affect the FRV per diem rae  [Changes——of

12 VAC 30-90-38. Schedule of Assets Reporting.

A. For the cdculaion of facility average age the Depatment shdl use a “schedule of

aaxs’ tha ligs, by vear of acguidtion, the dlowable acquistion cost of
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fadlities assats, incduding land improvements, buildings and fixed equipment,

and maor movable equipment. This schedule shdl be submitted annudly by the

provider on forms to be provided by the Department, and shall be audited by the

Department. The principles of rembursement for plant cost described in Article 2

shdll be used to determine alowable cod.

B. The schedule of assats used in the cdculation of average age shdl be submitted

with the provider's cost report.

C. Fadilities faling to submit the schedule of assats timdy shdl have their nurdng

facility per diem rate st to zero.

D. Capital expenditures are to be included on the schedule of assets. These do not

incdude land purchases, but do incdude land improvements, renovations, additions,

uparading to new standards, and eguipment purchases. Capital expenditures shal

be capita related expenditures costing $50,000 or more each, in aggregate for like

items, or in aggregate for a paticular project. These include purchases of Smilar

type eguipment or like items within a twdve-month period. For fadilities with 30

or fewer beds, an amount of $25,000, rather than $50,000, shall apply. The limits

of $50,000 and $25,000 shall apply only to expenditures after July 1, 2000.

E. Iltems reportable on the schedule of assets may be removed only when disposed

of.
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F. Acquistion cods rdated to any sde or change in the ownership of a nursng

facility or the assets of a nurdang facility shal not be included in the Schedule of

Assats if the transaction occurred after June 30, 2000. Whether such a transaction

is the result of a sde of assats, acquistion of capitd stock, merger, or any other

type of change in ownership, related costs shal not be reported on the Schedule of

Assts.

G. In addition to veifying the Schedule of Assats, audits of NF dlowable capitd

costs shdl continue to be peformed in accordance with regulations described in

Article 2.

12 VAC 30-90-39. Pur chases of nursing facilities (NF).

A. In the event of a sdle of a NF, he purchaser must have a current license and cetification to

receve DMAS raembursement as a provider and must notify DMAS of the sde within 30 days of

the date legd title passes to the purchaser. The natification [ghedld shdl ] indude:

1. That asale or transfer is about to be made or has already occurred:

2. The location and general description of the property:
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3. The names and addresses of the tranderee and transferor and al such business

names and addresses of the transferor for the last three years;

B. Thesdler mus file afina cost report within 150 days of the date of the facility sde.
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Article2 4

Operating Cost Component

12V AC30-90-40. Operating cost.

A. Operating—Effective July 1, 2001, operating cost shdl be the total alowable inpatient cost

less plant cost or capital, as gppropriate, and NATCEPs costs. See [Part—H Subpart VII (12

VAC 30-90-170)] for rate determination procedures for NATCEPs costs—Fe—caleulate—the

jod. Opeaing cost shdl be

made up of direct patient care operating cost and indirect patient care operating cost. Direct

patient care operating cost is defined in Appendix | (12 VAC 30-90-271). Indirect patient care

operating cod includes dl operating costs not defined as direct patient care operating costs or

NATCEPS codts in Appendix | (12 VAC 30-90-272[)]. For purposes of cdculating the

rembursement rate, the direct patient care operating cost per day shal be the Medicaid portion

of the direct patient care operating cost divided by the nurdang facility’s number of Medicad

patient days in the cost reporting period. The indirect patient care operating cost per day shal be

the Medicaid portion of the indirect patient care operating cost divided by the greater of the

actud number of Medicad patient days in the cost reporting period, or 90 percent of the

potentid patient days for dl licensed beds throughout the cost reporting period times the

Medicad utilization percentage. [For facilities that dso provide specidized care services, see 12
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VAC 30-90-264 section 10, for speciad procedures for computing the number of patient days

required to meet the 90 percent occupancy reguirement.]

12V AC30-90-41. Nursing facility reimbur sement formula.

A. Effective on and after October 1, 1990, al NFs subject to the prospective payment system
shdl be reimbursed under "The Patient Intensty Rating System (PIRS)." PIRS is a patient based
methodology which links NF's per diem rates to the intengty of services required by a NFs
patient mix. Three classes were developed which group patients together based on smilar
functional cheracteristics and service needs.

1. Any NF receiving Medicad payments on or after October 1, 1990, shdl sdisfy dl the
requirements of 8 1919(b) through (d) of the Socid Security Act as they relate to provison of
sarvices, resdents rights and administration and other matters.

2. Direct and indirect group cellings and rates.

a In accordance with 12VAC30-90-20 C, direct patient care operating cost peer groups shall be

edablished for the Virginia portion of the Washington DC-MD-VA M®A, the Richmond-
Petersburg MSA and the rest of the state. Direct patient care operating costs shall be as defined

in E2VAG306-96-270. 12 VAC 30-90-271.

b. hadirect Effective July 1, 2001, indirect patient care operating cost peer groups shall be

established for the Virginia portion of the Washington DC-MD-VA MSA and-, for the rest of the

dae for fadlities with less than 61 licensed beds, and for the rest of the state for fadilities with
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3. Each NF's Service Intendty Index (SIl) shdl be caculated for each semiannud period of a

NF's fiscal year based upon data reported by that NF and entered into DMAS Long Term Care
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Information System (LTCIS). Daa will be reported on the multidimensona assessment form
prescribed by DMAS (now BMAS-95 DMAS-80) a the time of admission and then twice a year
for every Medicad recipient in a NF. The NFs SlI, derived from the assessment data, will be
normdized by dividing it by the average for dl NFsin the date.

See 12VAC30-90-300 for the PIRS class structure, the relative resource cost assigned to each
class, the method of computing each NF's facility score and the methodology of computing the
NFs semiannud Slis.

4. The normdized S shl be

greup-medians—H-shall-dse be used to caculate the direct patient care operating cost prospective

celings and direct patient care operating cost prospective rates for each semiannua period of a

NF's subsequent fiscd years.

b. A NF's direct patient care operating cost prospective celling shal be the product of the NF's
peer group direct patient care celing and the NFs normaized SlI for the previous semiannud
period. A NFs direct patient care operating cost prospective celing will be caculated
smiannudly.

c. An SSt Sl rate adjusment, if any, shal be applied to a NF's prospective direct patient care
operating cost base rate for each semiannud period of a NF's fiscd year. The Sl determined in
the second semiannua period of the previous fiscd year shdl be divided by the average of the
previous fisca year's Slis to determine the SlI rate adjusment, if any, to the fird semiannud

period of the subsequent fisca year's prospective direct patient care operating cost base rate. The
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SlI determined in the firg semiannud period of the subsequent fiscd year shdl be divided by the
average of the previous fiscd year's Slis to determine the SlI rate adjusment, if any, to the
second semiannud period of the subsequent fiscal year's prospective direct patient care operating
cost base rate.

d. See 12VAC30-90-300 for an illugration of how the SlI is used to adjust direct patient care

operating celings and the semiannud rate adjusments to the prospective direct patient care

operating cost base rate.

5. Effective for services on and after July 1, 2001, the following [ehange changesishal be made

to the direct and indirect payment methods.
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a The direct patient carel-—] operating celling shdl be st a 112% of the median of

facility specific direct cost per day. The caculation of the median shal be based

on cog reports from freesanding nursing homes for provider fisca years ending

in cdendar year 1998. The median used to st the direct calling shdl be revised

every two vears usng more recent data.  In addition, for callings effective during

July 1, 2000, through June 30, 2002, the ceiling caculated as described herein

dhdl be increased by two per diem anounts.  The fird per diem amount shdl

equal $21,716,649, increased for inflation from SFY 2000 to SFY 2001, divided

by Medicad days in SFY 2000. The second per diem amount shal egud

$1,400,000 divided by Medicad days in SFY2000. When this celing

cdculaion is completed for savices after June 30, 2002, the per diem amount

related to the amount of $21,716,649 shall not be added.

b. Facility specific direct cost per day amounts used to cdculate direct

rembursement rates for dates of service on and after July 1, 2000, shall be

increased by the two per diem amounts described in subitem a above. However,

the per diem relaed to the amount of $21,716,649 shal be included only in

proportion to the number of caendar days in the provider fiscal year the data are

taken from that do not fal after July 1, 1999. That is, for a cost report from a

provider fisca year ending December 31, 1999, the specified increase would

apply to about haf of the year.
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C. The indirect patient care operating celing shal be sat at 106.9% of the median of

facility specific indirect cos per day. The cdculation of the median shdl be

based on cod reports from freestanding nursing homes for provider fiscd years

ending in cdendar year 1998.

B. The dlowance for inflation shdl be based on the percentage of change in the moving
average of the Skilled Nursing Facility Market Basket of Routine Service Cogts, as developed by
Data Resources, Incorporated, adjusted for Virginia, determined in the quarter in which the NF's

most recent fisca year ended. NFs shdl have ther prospective operating cost cellings and

prospective operating cost rates established in accordance with the following methodol ogy:

end-of the NFs-next-fiscalyvear. The initial peer group cellings established under 2 VVAC-30-90-
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41 under this section 1 shdl be the find peer group celings for a NF's fird or partid cost

reporting fiscd yvear under PIRS. Per group calings for subseguent fiscd years shdl be

cdculated by use of the adjusted medians determined at June 30, 2000, for direct and indirect

cost. These adjusted medians shal be conddeared the ‘find’ interim calings for subsequent

fiscd yvears. The ‘find’ interim cailings determined above shdl be adjusted by adding 100% of

higoricd inflation from June 30, 2000, to the beginning of the NF's next fiscd year to obtain the

new ‘interim’ calings, and 50% of the forecased inflation to the end of the NF's next fisca

year.

2. A NFs average dlowable operating cost rates, as determined from its most recent fisca
year's cost report, shal be adjusted by 50% of higtoricd inflation and 50% of the forecasted
inflation to calculate its prospective operating cost base rates.

C. The PIRS method shdl ill require comparison of the prospective operating cost rates to the
prospective operating ceilings. The provider shdl be rembursed the lower of the prospective
operating cost rates or progpective operating cellings.

D. Non-operating costs. Allewsble—plant Pant or cepital, as appropriate, costs shdl be

rembursed in accordance with this-artidle Articles 1, 2, and 3. Plant coss shdl not include the

component of cost related to making or producing a supply or servicee NATCEPs cost shdl be

rembursed in accordance with 12V AC30-90-170.

E. The prospective rate for each NF shall be based upon operating cost and plant /capitd[; ] cost
components or charges, whichever is lower, plus NATCEPs costs. The disdlowance of nort
reimbursable operating codts in any current fiscd year shdl be reflected in a subsequent year's

progpective rate determination. Disdllowances of nonreimburssble plant or cepita, as
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appropriate, costs and NATCEPs costs shdl be reflected in the year in which the non
reimbursable costs are included.

F. Fer Effective July 1, 2001, for those NFs whose indirect operating cost rates are below the

celings, an incentive plan shdl be established whereby a NF shdl be paid, on a diding scde, up
to 25% of the difference between its dlowable indirect operating cost rates and the indirect peer
group callings under-the RIRS:

1. Thefollowing table presents four incentive examples underthe PIRS:

Peer Group  Allowable %—of Sliding % Siding Scale %
Ceilings Cost Per Difference of Celling Scale Difference
Day
$30.00 $27.00 $3.00 10 % $ .30 10 %
30.00 22.50 7.50 25 % 1.88 25 %
30.00 20.00 10.00 33% 2.50 25%
30.00 30.00 0 0

2. Separate—efficiency Effidency incentives shal be cdculated only for beth—the direct—and

indirect patient care operating cellings and costs. Effective July 1, 2001, a direct care efficiency

incantive shdl no longer be paid.
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G. Qudity of care requirement. A cost efficiency incentive shdl not be pad to a NF for the
prorated period of time that it is not in conformance with substantive, nonwaived life, safety, or
quality of care sandards.

H. Sdeof facility. In the event of the sale of a NF, the prospective base operating cost rates for
the new owner's firgt fiscal period shal be the sdler's prospective base operating cost rates
before the sale.

I. Public noticee To comply with the requirements of § 1902(a)(28)(c) of the Socid Security
Act, DMAS shdl make avalable to the public the data and methodology used in establishing
Medicad payment rates for nursing facilities. Copies may be obtaned by request under the

exiging procedures of the Virgnia Freedom of Information Act.

12VAC30-90-42. Phase-in-period. Repealed.
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12VAC30-90-43. Nursingfacility ratechange. Repealed.

12VAC30-90-44 to 12VAC30-90-49. [Reser ved]

Article3 5

Allowable Cost | dentification

12V AC30-90-50. Allowable costs.
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A. Cogts which are included in rate determination procedures and find settlement shdl be only
those dlowable, reasonable costs which are acceptable under the Medicare principles of
rembursement, except as Soecificdly modified in the Plan and as may be subject to individud or
celling cog limitations and which are cdassfied in accordance with the DMAS uniform chart of

accounts (see 12VAC30-90-270).

B. Cetification. The cost of meeting al certification standards for NF requirements as required
by the appropriate state agencies, by state laws, or by federd legidation or regulations.
C. Operating costs.

1. Direct patient care operating costs shdl be defined in [:2AAG30-90-270. 12V AC30-90-271].

2. Allowable direct petient care operating costs shdl exclude (i) persond physician fees, and
(i) pharmacy services and prescribed legend and nontlegend drugs provided by nurang fecilities
which operate licensed in-house pharmacies. These services shdl be billed directly to DMAS
through separate provider agreements and DMAS shdl pay directly in accordance with

12V AC30-80-10 et seq.

3. Indirect patient care operating cods include al other operating costs, not identified as direct

patient care operating costs and NATCEPs costs in 12VAC30-90-270 [et seq.], which are

dlowable under the Medicare principles of rembursement, except as specificaly modified
herein and as may be subject to individud cost or ceiling limitations.

D. Allowances/goodwill. Bad debts, goodwill, charity, courtesy, and dl other contractud

alowances shdl not be recognized as [an] dlowable [eest costs).
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12V AC30-90-51. Purchasedrelated organizations.

A. Coss gpplicable to services, facilitiess and supplies furnished to the provider by
organizations related to the provider by common ownership or control shdl be included in the
alowable cost of the provider at the cost to the related organization, provided that such costs do
not exceed the price of comparable services, facilities or supplies. Purchases of existing NFs by

related parties shdl be governed by the provisons of E2VAG30-90-34-B-2 12 VAC 30-90-34-

B1].
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Allowable cogt gpplicable to management services furnished to the provider by organizations
related to the provider by common ownership or control shdl be lesser of the cost to the related
organization or the per patient day celing limitation established for management services cod.

(See 12VAC30-90-290.)

B. "Rdaed to the provide™ shdl mean that the provider is reated by reasons of common
ownership or control by the organization furnishing the services, facilities, or supplies.

C. Common ownership exigs when an individud or individuds or entity or entities possess
ggnificant ownership or equity in the paties to the transaction. Control exists where an
individud or individuds or entity or entities have the power, directly or indirectly, sgnificantly
to influence or direct the actions or policies of the paties to the transaction. Significant
ownership or control shal be deemed to exist where an individud is a "person with an ownership
or control interest” within the meaning of 42 CFR 455.101. If the parties to the transaction are
members of an immediate family, as defined beow, the transaction shal be presumed to be
between reaed paties if the ownership or control by immediate family members, when
aggregated together, meets the definitions of "common ownership” or "control,” as set forth
above. Immediae family shdl be defined to include, but not be limited to, the following: (i)
husband and wife, (ii) naturd parent, child and sbling, (iii) adopted child and adoptive parent,
(iv) step-parent, step-child, step-sster, and step-brother, (v) father-in-law, mother-in-law, sger-
in-law, brother-in-law, sor+in-law and daughter-in-law, and (vi) grandparent and grandchild.

D. Exception to the related organization principle.

1. Effective with cost reports having fiscd years beginning on or after July 1, 1986, an

exception to the related organization principle shdl be adlowed. Under this exception, charges by
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a related organization to a provider for goods or services shdl be dlowable cost to the provider if
al four of the conditions set out below are met.

2. The exception gpplies if the provider demongrates by convincing evidence to the satisfaction
of DMAS that the following criteria have been met:

a The supplying organization is a bona fide separate organization. This means that the supplier
IS a separate sole proprietorship, partnership, joint venture, association or corporation and not
merely an operding divison of the provider organization.

b. A subgtantid part of the supplying organization's business activity of the type carried on with
the provider is transacted with other organizations not related to the provider and the supplier by
common ownership or control and there is an open, competitive market for the type of goods or
sarvices furnished by the organization. In determining whether the activities are of dmilar type,
it isimportant to aso consider the scope of the activity.

For example, a full service management contract would not be consdered the same type of
busness activity as a minor data processing contract. The requirement that there be an open,
competitive market is merdly intended to assure that the item supplied has a readily discernible
price that is established through arms-length bargaining by well informed buyers and sdlers.

c. The goods or sarvices shal be those which commonly are obtained by indtitutions such as the
provider from other organizations and are not a basic dement of patient care ordinarily furnished
directly to patients by such inditutions. This requirement means tha inditutions such as the
provider typically obtan the good or services from outsde sources rather than producing the

item interndly.
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d. The charge to the provider is in line with the charge for such services, or supplies in the open
market and no more than the charge made under comparable circumstances to others by the
organization for such goods or services. The phrase "open market” takes the same meaning as
"open, competitive market" in subdivison b above.

3. Where dl of the conditions of this exception are met, the charges by the supplier to the
provider for such goods or services shdl be dlowable as costs.

4. This exception does not apply to the purchase, lease or condruction of assets such as
property, buildings, fixed equipment or mgor movable equipment. The terms "goods and

svices' may not be interpreted or construed to mean capitd costs associated with such

purchases, leases, or construction.

[E. Three compditive bids shdl not be reguired for the building and fixed eguipment

components of a condruction project outlined in 12VAC30-90-31. Rambursement shdl be in

accordance with subsection A of this section with the limitations sated in 12V AC30-90-31 B.]

12VAC30-90-52. Administrator/owner compensation.

A. Adminigrators compensation, whether adminigtrators are owners or nonowners, shal be
based on a schedule adopted by DMAS and varied according to facility bed sze. The
compensation schedule shdl be adjusted annudly to reflect cost-of-living increases and shdl be

published and didributed to providers annualy. The adminigrator's compensation schedule
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covers only the podtion of administrator and assstants and does not include the compensation of
owners employed in capacities other than the nursing facility adminigraior (see 12VAC30-90-
290, Cogt rembursement limitations).

B. Adminigrator compensation shdl mean remuneration paid regardiess of the form in which it
is pad. This includes, but shdl not be limited to, sdaries professond fees, insurance premiums
(if the benefits accrue to the employegfowner or his beneficiary), director fees, persona use of
automobiles, consultant fees, management fees, travel alowances, relocation expenses in excess
of IRS guiddines, med dlowances, bonuses, penson plan costs, and deferred compensation
plans. Management fees, conaulting fees, and other services performed by owners shdl be
included in the totd compensation if they are performing adminidrative duties regardless of how
such services may be classfied by the provider.

C. Compensation for dl adminigtrators (owner and norntowner) shall be based upon a 40-hour
week to determine reasonableness of compensation.

D. Owner/fadminigtrator employment documentation.

1. Owners who peform sarvices for a nursing facility as an adminigrator and dso peform
additiond duties must maintain adequate documentation to show that the additiond duties were
performed beyond the norma 40-hour week as an administrator. The additionad duties must be
necessary for the operation of the nursaing facility and related to patient care.

2. Services provided by owners, whether in employee capacity, through management contracts,
or through home office relationships shal be compared to the cost and services provided in

ams-length transactions.
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3. Compensation for such services shal be adjusted where such compensation exceeds that paid
in such ams-length transactions or where there is a duplication of duties normdly rendered by
an adminigrator. No reimbursement shdl be dlowed for compensation where owner services

cannot be documented and audited.
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12V AC30-90-53. Depreciation.
The dlowance for depreciation shdl be redricted to the draight line method with a useful life
in compliance with AHA quiddines If the item is not incduded in the AHA guiddines,

reasonableness shdl be gpplied to determine useful life.

12VAC30-90-54. Rent/L eases.

Rent or lease expenses shdl be limited by the provisons of 12V AC30-90-280.

12VAC30-90-55. Provider payments.

A. Limitations.

1. Payments to providers, shdl not exceed charges for covered services except for (i) public
providers furnishing services free of charge or a a nomind charge (ii) nonpublic provider whose
charges are 60% or less of the dlowable reimbursement represented by the charges and that
demondtrates its charges are less than dlowable reimbursement because its customary practice is
to charge patients based on ther ability to pay. Nomind charge shal be defined as tota charges
that are 60% or less of the dlowable reimbursement of services represented by these charges.
Providers qudifying in this section shdl receive dlowable rembursement as determined in this
Man.

2. Allowable rembursement in excess of charges may be caried forward for payment in the
two succeeding cost reporting periods. A new provider may cary forward unreimbursed

alowable reimbursement in the five succeeding cost reporting periods.
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3. Providers may be reimbursed the carry forward to a succeeding cost reporting period (i) if
tota charges for the services provided in that subsequent period exceed the tota alowable
reimbursement in that period (ii) to be extent that the accumulation of the carry forward and the
dlowable reimbursement in that subsequent period do not exceed the providers direct and
indirect care operating ceilings plus alowable plant codt.

B. Payment for service shal be based uponthe rate in effect when the service was rendered.

C. For cogt reports filed on or after August 1, 1992, an interim settlement shal be made by

DMAS within 180 days after receipt and review of the cost report. [Fhe-180-day-time-frame-dhall

992] The word

"review," for purposes of interim settlement, shdl include verification that dl financid and other
data specificdly requested by DMAS is submitted with the cost report. Review shdl dso mean
examination of the cost report and other required submisson for obvious errors, inconsstency,
incluson of past disdlowed costs, unresolved prior year cost adjustments and a complete signed
cost report that conforms to the current DMAS requirements herein.

However, an interim settlement shal not be made when one of the following conditions exigs:

1. Codt report filed by aterminated provider;

2. Insolvency of the provider a the time the cost report is submitted;

3. Lack of avalid provider agreement and decertification;

4. Moneys owed to DMAS;

5. Errors or inconsisgtenciesin the cost report; or

6. Incomplete/non-acceptable cost report.
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12V AC30-90-56. L egal fees/accounting.

A. Costs clamed for legal/accounting fees shal be limited to reasonable and customary fees for
specific services rendered. Such costs must be related to patient care as defined by Medicare
principles of rembursement and subject to gpplicable regulations herein. Documentation for
legd costs must be available at the time of audit.

B. Retainer fees shdl be congdered an dlowable cost up to the limits established in 12VAC30-
90-290.

C. As mandated by the Omnibus Budget Reconciliation Act of 1990, effective November 5,
1990, rembursement of legd expenses for frivolous litigation shdl be denied if the action is
initisted on or after November 5, 1990. Frivolous litigation is any action initisted by the nursing
facility that is dismissed on the bads that 0 reasonable legd ground existed for the indtitution of

such action.

12V AC30-90-57. Documentation.
Adeguate documentation supporting cost clams must be provided a the time of interim

sttlement, cost settlement, audit, and fina settlement.

12V AC30-90-58. Fraud and abuse.

Previoudy disdlowed costs which are under apped and affect more than one cost reporting
period shdl be disclosed in subsequent cost reports if the provider wishes to reserve apped rights
for such subsequent cost reports. The rembursement effect of such appeded cogts shdl be

computed by the provider and submitted to DMAS with the cost report. Where such disclosure is
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not made to DMAS, the inclusion of previoudy disdlowed costs may be referred to the Medicaid

Fraud Control Unit of the Office of the Attorney Generd.

12VAC30-90-59. [Reser ved]

Article4-6

New Nursing Facilities

12V AC30-90-60. Interim rate.

A. A new fadility shdl be defined as follows:

1. A fadlity that is newly enrolled and new condruction has taken place through the

COPN process; or

2. A fadlity that is newly enrolled which was previoudy denied payments for new

admissions and was subsequently terminated from the program.

B. Upon a showing of good cause, and approva of the DMAS, an exising NF that expands

its bed capacity by 50% or more shal have the option of retaining its prospective rate, or

being treated as a new NF.
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C. A replacement facility or one that has changed location may not be consdered a new

fadlity if it saves the same inpatient population. An exception may be granted by

DMAS if the provider can demondrate that the occupancy subgantidly changed as a

result of the facility being replaced or changing location. A [ehange dedingl in [the

replacement  facility’'s] totad occupancy of 20 [percent percentage points, in the

replacement facility’'s fird cost reporting period,] dhdl be conddered to indicate a

substantia  change when compared to [the lower of] the [old facility's] previous two prior

cost reporting periods. [The replacement facility shdl receive the previous operator's

operating rates if it does not qudify to be consdered anew facility.]

D. A change in ather ownership or adverse financid conditions (e.q. bankruptcy), or both,

of aprovider does not change anursing facility’s satus to be consdered a new facility.

A.E For Effective July 1, 2001, for dl new er—expanded NFs the 95% 90% occupancy

requirement for indirect and capital costs shdl be waved for establishing the first cost reporting

period interim rate. This first cost reporting period shdl not exceed 32 13 months from the date

of the NF's cattification.

C. F. The 95% 90% occupancy requirement for indirect and capitd costs shal be gpplied to

the first and subsequent cost reporting periods actud indirect and capital costs br establishing
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such NF's second and future cost reporting periods prospective reimbursement rates. The 95%
90% occupancy requirement shal be consdered as having been satisfied if the new NF achieved
a95% 90% occupancy at any point in time during the first cost reporting period.

-B: G. A new NFs interim rate for the firs cost reporting period shal be determined based
upon the lower of its anticipated alowable cost determined from a detalled budget (or pro forma
cost report) prepared by the provider and accepted by the DMAS, or the appropriate operating
ceallings or charges.

EH. On Effective July 1, 2001, on the first day of its second cost reporting period, a new

nurang fadlity's interim plant or_capital, as appropriate, rate shal be converted to a per diem

amount by dividing # its dlowable plant/capital codts for its first cost reporting period by 90

percent of the potentid number of patient days for dl ecomputed-as-95%-of-the-daly licensed bed

beds eomplement during thefirst cost reporting period.

G: |. During its firg semiannud period of operaion, a newly constructed or newly enrolled NF

shdl have an assgned Sl based upon its peer group's average SlI for direct patient care. An
expanded NF recelving new NF treatment shdl receive the Sl cdculated for its last semiannua

period prior to obtaining new NF status.

12 VAC 30-90-61 through 12 VAC 30-90-64. Reserved.

12V AC30-90-65. Final rate.
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The DMAS shdl remburse the lower of the gppropriate operating cellings, charges or actud
alowable cogt for a new NF's first cost reporting period of operation, subject to the procedures

outlined abovein 12V AC30-90-60 A-C; E, and F , and H.

Upon determination of the actud alowable operating cost for direct patient care and indirect
patient care the per diem amounts shal be used to determine if the provider is below the peer
group celing used to st its interim rate. If indirect costs are below these-edlings the caling, an
efficiency incentive shal be paid a settlement of the first year cost report.

This incentive will alow a NF to be pad up to 25% of the difference between its actud
dlowable indirect operating cost and the peer group ceiling used to set the interim rate. (Refer to

12VAC30-90-41 F.)

12 VAC 30-90-66 through 12 VAC 30-90-69. Reserved.

Article5 7

Cost Reports

12VAC30-90-70. Cost report submission.

A. Cogt reports are due not later than 150 days after the provider's fisca year end. If a complete
cost report is not received within 150 days &fter the end of the provider's fiscd year, it is
conddered ddinquent. The cost report shdl be deemed complete for the purpose of cost

setlement when DMAS has received dl of the following (note that if the audited financid
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satements required by subdivisons 3 a and 6 b of tis subsection are received not later than 120
days after the provider's fiscd year end and dl other items lised are received not later than 90
days after the provider's fiscd year end, the cost report shal be conddered to have been filed at
90 days):

1. Completed cost reporting form(s) provided by DMAS, with signed certification(s);

2. The provider's trid balance showing adjusting journd entries;

3. a The provider's audited financid statements including, but not limited to, a balance sheet, a
datement of income and expenses, a datement of retaned earnings (or fund bdance), a
datement of cash flows the auditor's report in which he expresses his opinion or, if
circumgtances require, disclams an opinion based on generdly accepted auditing standards,
footnotes to the financia datements, and the management report. Multi-faclity providers shdl
be governed by subdivison [6 7 ] of this subsection;

b. Schedule of restricted cash funds that identify the purpose of each fund and the amount;

¢. Schedule of investments by type (stock, bond, etc.), amount, and current market vaue;

4. Schedules which reconcile financid dtatements and trid baance to expenses clamed in the
cost report;

5. Depreciation schedule;

6. Schedule of Assats as defined in 12 VAC 30-90-37.

7. Nursing facilities which are part of a chain organization mugt dso file:
a Home office cost report;
b. Audited consolidated financid datements of the chan organization including the

auditor's report in which he expresses his opinion or, if circumstances require,



DEPT. OF MEDICAL ASSISTANCE SERVICES
Methods and Standards for Establishing Payment Rates-Long-Term Care
12 VAC 30-90-20 through [12\/AC-30-90-280-12 VA C 30-90-300]Page 64 of 138

disclams an opinion based on generdly accepted auditing standards, the management
report and footnotes to the financia statements;
c. The nurdng fadlity's finencid datements including, but not limited to, a baance shest,
a daement of income and expenses, a datement of retained earnings (or fund
balance), and a statement of cash flows;
d. Schedule of redricted cash funds tha identify the purpose of each fund and the
amount;
e. Schedule of investments by type (stock, bond, etc.), amount, and current market value;
and
4. 8. Such other andyticd information or supporting documentation that may be required by
DMAS.

B. When cog reports are ddinquent, the provider's interim rate shal be reduced to zero. For
example, for a September 30 fiscd year end, payments will be reduced starting with the payment
on and after March 1.

C. After the overdue cost report is received, desk reviewed, and a new prospective rate
established, the amounts withhed shdl be computed and pad. If the provider fals to submit a
complete cost report within 180 days after the fiscal year end, a pendty in the amount of 10% of

the balance withheld shdl be forfeited to DMAS.

12 VAC 30-90-71 through 12 VAC 30-90-74. Reserved.
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12VAC30-90-75. Reporting form; accounting method; cost report extensions, fiscal year
changes.

A. All cogt reports shdl be submitted on uniform reporting forms provided by the DMAS, or by
Medicare if applicable. Such cost reports, subsequent to the initia cost report period, shal cover
a 12-month period. Any exceptions must be approved by the DMAS.

B. The accrud method of accounting and cost reporting is mandated for al providers.

C. Extendgon for submisson of a cost report may be granted if the provider can document
extraordinary circumstances beyond its control. Extraordinary circumstances do not include:

1. Absence or changes of chief finance officer, controller or bookkeeper;
2. Financid statements not completed;

3. Office or building renovaions,

4. Home office cost report not completed;

5. Change of stock ownership;

6. Change of intermediary;

7. Conversion to computer; or

8. Use of reimbursement specididt.

D. All fiscd year end changes must be approved 90 days prior to the beginning of a new fiscd
year.

12 VAC 30-90-76 through 12 VAC 30-90-79. Reserved.
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Article6 8

Prospective Rates

12VAC30-90-80. Time frames.
A. For cost reports filed on or after August 1, 1992, a prospective rate shdl be determined by

DMAS within 98 180 days of the receipt of a complete cost report. (See 12VAC30-90-70 A.)

rate-has-het-been-satas-of-August—1-1992. Rate adjustments shall be made retroactive to the first

day of the provider's new cost reporting year. Where a field audit is necessary to st a

prospective rate, the DMAS shal have an additional 96-120 days to determine any agppropriate
adjustments to the prospective rate as a result of such field audit. This time period shdl be
extended if delays are attributed to the provider.

B. Subsequent to establishing the prospective rate DMAS shal conclude the desk audit of a
providers cost report and determine if further fidd audit activity is necessary. The DMAS will
seek repayment or make retroactive settlements when audit adjustments are made to codts

clamed for reimbursement.

12 VAC 30-90-81 through 12 VAC 30-90-89. Reserved.
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ArticleZ 9

Retrospective Rates

12VAC30-90-90. Retrospectiverates.
The retrospective method of reimbursement shdl be used for mentd hedth/mentd retardation

fadlities

12VAC30-90-91 to 90-109. [Reser ved]

Article8 10

Record Retention

12VAC30-90-110. Record retention.

A. Time frames. All of the NFs accounting and related records, including the generd ledger,
books of origind entry, and datidical data must be maintained for a minimum of five years, or
until al affected cost reports are fina settled.

Certain information must be maintained for the durdtion of the provider's participation in the

[BMAS Medicaid program | and until such time as dl cost reports are settled. Examples of such

information are set forth in subsection B of this section.
B. Types of records to be maintained. Information which must be maintained for the duration of

the provider's participation in the [BMAS Medicaid program | includes, but is not limited to:
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1. Redl and tangible property records, including leases and the underlying cost of ownership;

2. Itemized depreciation schedules; and

3. Mortgage documents, loan agreements, and amortization schedules,

4. Copies of dl cost reports filed with the DMAS together with supporting financia statements.

C. Record availability. The records must be avallable for audits by DMAS daff. Where such

records are not available, costs shall be disallowed.

12 VAC 30-90-111 through 12 VAC 30-90-119. Reserved.

Article9 11

Audits

12V AC30-90-120. Audit overview; scope of audit.

A. Desk audits shdl be performed to verify the completeness and accuracy of the cost report,
and ressonableness of costs claimed for reimbursement. Field audits, as determined necessary by
the DMAS, shal be peformed on the records of each participating provider to determine that
costs included for reimbursement were accurately determined and reasonable, and do not exceed
the ceilings or other rembursement limitations established by the DMAS.

B. The scope of the audit includes, hut shdl not be limited to: trid baance verification, andyss

of fixed assts, schedule of assets, indebtedness, selected revenues, leases and the underlying

cost of ownership, rentds and other contractua obligations, and costs to related organizations.

The audit scope may dso include various other andyses and dudies relating to issues and
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questions unique to the NF and identified by the DMAS. Census and related datidtics, patient

trust funds, and billing procedures are aso subject to audit.

12VAC30-90-121. Field audit requirements.
Feld audits shal be required asfollows:
1. For thefirst cost report on dl new NF's.
2. For thefirst cost report in which costs for bed additions or other expansions are included.
3. When aNF is sold, purchased, or leased.

4. As determined by DMAS desk audit.

12VAC30-90-122. Provider notification.
The provider shal be notified in writing of al adjustments to be made to a cost report resulting
from dek or fiedd audit with dtated reasons and references to the appropriate principles of

reimbursement or other appropriate regulatory cites.

12VAC30-90-123. Field audit exit conference.

A. The provider shdl be offered an exit conference to be executed within 15 days following
completion of the on-dte audit activities, unless other time frames are mutudly agreed to by the
DMAS and provider. Where two or more providers are part of a chain organization or under
common ownership, DMAS shdl have up to 90 days after completion of al related on-site audit
activities to offer an exit conference for al such NFs. The exit conference shal be conducted at

the dite of the audit or at alocation mutualy agreeable to the DMAS and the provider.



DEPT. OF MEDICAL ASSISTANCE SERVICES
Methods and Standards for Establishing Payment Rates-Long-Term Care
12 VAC 30-90-20 through [12\/AC-30-90-280-12 VA C 30-90-300]Page 70 of 138

B. The purpose of the exit conference shdl be to enable the DMAS auditor to discuss such
matters as the auditor deems necessary, to review the proposed field audit adjustments, and to
present supportive references. The provider will be given an opportunity during the exit
conference to present additiond documentation and agreement or disagreement with the audit
adjustments.

C. All remaning adjusgments incuding those for which additiond documentation is
insufficient or not accepted by the DMAS, shdl be gpplied to the applicable cost report or
reports regardless of the provider's approval or disgpprova.

D. The provider shdl sgn an exit conference form that acknowledges the review of proposed
adjustments.

E. After the exit conference the DMAS shdl peaform a review of dl remaning fidd audit
adjusments. Within a reasonable time and after al documents have been submitted by the
provider, the DMAS gshdl transmit in writing to the provider a find fidd audit adjusment report
(FAAR), if revised, which will indude al remaning adjusments not resolved during the exit
conference. The provider shdl have 15 days from the date of the letter which transmits the

FAAR, to submit any additiona documentation which may affect adjusmentsin the FAAR.

12VAC30-90-124. Audit delay.
In the event the provider delays or refuses to permit an audit to occur or to continue or
otherwise interferes with the audit process, payments to the provider shall be reduced as stated in

12VAC30-90-70 B.
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12VAC30-90-125. Fidld audit time frames.

A. If a fidd audit is necessary after receipt of a complete cost report, such audit shdl be
initisted within three years following the date of the last notification of program reimbursement
and the on dte activities, including exit conferences, shall be concluded within 180 days from the
date the fidd audit begins. Where audits are peformed on cost reports for multiple years or
providers, the time frames shdl be reasonably extended for the benefit of the DMAS and subject

to the provisonsof 12VAC30-90-123.

B. Documented delays on the part of the provider will automatically extend the above time
frames to the extent of the time delayed.
C. Extensons of the time frames shdl be granted to the department for good cause shown.

D. Disputes rdating to the timeliness established in 12VAC30-90-123 and 12VAC30-90-124,

or to the grant of extensons to the DMAS, shdl be resolved by application to the Director of the

DMAS or his designee.

12VAC30-90-126 to 12VAC30-90-129. [Reser ved]
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Subpart I1

Appeals

12V AC30-90-130. Dispute resolution for nonstate operated nursing facilities. Repealed.
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12VAC30-90-132. Appeal procedure. Repealed.
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12VAC30-90-133. Appealstimeframes. Repealed.
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12VAC30-90-134. Dispute resolution for state-operated NFs.

A. Definitions.

"DMAS' means the Department of Medica Assstance Services.

"Divison director" meansthe director of adivison of DMAS.

"State-operated provider” means a provider of Medicad services which is enrolled in the
Medicaid program and operated by the Commonwedth of Virginia

B. Right to request reconsideration.

1. A state-operated provider shdl have the right to request a reconsderation for any issue which
would be otherwise adminidratively gppedable under the State Plan by a nondate operated

provider. This shdl be the sole procedure available to state- operated providers.
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2. The gppropriate DMAS divison must recelve the reconsderation request within 30 business
days after the date of a DMAS Notice of Amount of Program Reimbursement, notice of
proposed action, findings letter, or other DMAS notice giving rise to a dispute.

C. Informa review. The dtate-operated provider shal submit to the gppropriate DMAS division
written information specifying the nature of the dispute and the relief sought. If a reimbursement
adjusment is sought, the written informatiion must include the nature of the adjusment sought;
the amount of the adjusment sought; and the reasons for seeking the adjustment. The divison
director or his dedgnee hdl review this information, requesting additiond informetion as
necessary. If either party so requests, they may meet to discuss a resolution. Any designee shall
then recommend to the divison director whether relief is appropriste in accordance with
goplicable law and regulations.

D. Dividon director action. The divison director shadl condder any recommendation of his
designee and shall render adecison.

E. DMAS director review. A date-operated provider may, within 30 business days after the
date of the informa review decison of the divison director, request that the DMAS Director or
his desgnee review the decison of the divison director. The DMAS Director shdl have the
authority to take whatever measures he deems appropriate to resolve the dispute.

F. Secretarid review. If the preceding $eps do not resolve the dispute to the satisfaction of the
state-operated provider, within 30 business days &fter the date of the decison of the DMAS
Director, the provider may request the DMAS director to refer the matter to the Secretary of
Hedth and Human Resources and any other cabinet secretary as appropriate. Any determination

by such secretary or secretaries shdl befind.



DEPT. OF MEDICAL ASSISTANCE SERVICES
Methods and Standards for Establishing Payment Rates-Long-Term Care
12 VAC 30-90-20 through [12\/AC-30-90-280-12 VA C 30-90-300]Page 77 of 138

12VAC30-90-135. Reimbursement of legal fees associated with appeals having substantial

merit. Repealed.

12VAC30-90-136. Elements of the capital payment methodology that shall not be subject

to appeal shall be:

1. The definitions provided in Article 3, and the application of those definitions to

the FRV rate caculation.
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2. Thetransgition policy described in Article 1.

3. The formulafor determining the FRV per diem rate described in Article 3.

4. The calculation of the FRV rental amount described in Article 3.

5. The exdusion of certain beds from the trangition policy, as provided in Article 3.

12VAC30-90-137 to 12VAC30-90-139. [Reser ved]

Subpart 1V

Individual Expense Limitation

12V AC30-90-140. Individual expense limitation.
In addition to operating costs being subject to peer group ceilings, costs are further subject to

maximum limitations as defined in 12V AC30-90-290, Cost Reimbursement Limitations.

[12 VAC 30-90-141 to 12 VAC 30-90-149. Reserved.]
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Subpart V

Cost Report Preparation Ingtructions

12VAC30-90-150. Cost report preparation instructions.

Instructions for preparing NF cost reports will be provided by the DMAS.

[12 VAC 30-90-151 to 12 VAC 30-90-159. Reserved.]

Subpart VI
Stock Transactions
Article 1.

Plant Cost Applicable.

12V AC30-90-160. Stock acquisition; merger of unrelated and related parties.

oftheproviders—assets. The acquidtion of the capital stock of a provider does not conditute a

bass for revauation of the provider's assets] Any cost associated with sdeh an acquigtion of

capital_stock shdl not be an dlowable cost. [Fhe—provider—saling—its—stock—eontinues—as—a
. The provider
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Aling its stock continues as a provider after the sde, and the purchaser is only a sockholder of

the provider. ]

B. In the case of a merger which combines two or more unrelated corporations under the
regulations of the Code of Virginia there will be only one surviving corporation. If the surviving
corporation, which will own the assets and labilities of the merged corporation, is not a provider,
a Certificate of Public Need, if applicable, must be issued to the surviving corporation.

The nontsurviving corporation shal be subject to the policies applicable to terminated
providers, including those relating to gain or loss on sades of NFs.

C. The dautory merger of two or more related parties or the consolidation of two or more
related providers resulting in a new corporate entity shal be treated as a transaction between
related parties. No revauation shdl be permitted for the surviving corporation.

12 VAC 30-90-161 through 90-164. Reserved.

Article 2.

Capital Cost Applicable.

12 VAC 30-90-165. Stock acquisition; merger of unrelated and reated parties.

A. The acquidtion of the capitd stock of a provider does not conditute a basis for revaluation

of the provider's assats. Any cost associated with sdeh an acquistion of capitd stock shal not be

an dlowable cod. The provider sdling its stock continues as a provider after the sde, and the

purchaser is only a stockholder of the provider.
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B. In the cae of a merger which combines two or more unrdated corporations under the

regulations of the Code of Virginia there will be only one surviving corporation. If the surviving

corporation, which will own the assats and liabilities of the merged corporation, is not a provider,

a Cetificate of Public Need, if applicable, must be issued to the surviving corporation.

The nonsurviving corporation shadl be subject to the policies applicable to terminated

providers, including those ralating to gain or loss on saes of NFs.

C. The satutory merger of two or more related parties or the consolidation of two or more

rdlated providers resulting in a new corporate entity shdl be treated as a transaction between

related parties. No revauation shal be permitted for the surviving corporation.

12 VAC 30-90-166 through 90-169. Reserved.

Subpart VII
Nurse Aide Training and Competency Evaluation Program and Competency Evaluation

Programs (NATCEPS)

12VVAC30-90-170. NAT CEPs costs.

A. The Omnibus Budget Reconciliation Act of 1989 (OBRA 89) amended § 1903(8)(2)(B) of
the Socid Security Act to fund actud NATCEPs costs incurred by NFs separately from the NF's
medical assstance services reimbursement rates.

B. NATCEPs cogts shdl be as defined in 12V AC30-90-270.
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C. To cdculate the reimbursement rate, NATCEPs costs contained in the most recently filed
cost report shdl be converted to a per diem amount by dividing alowable NATCEPs codts by the
actua number of NF's patient days.

D. The NATCEPs interim rembursement rate determined in subsection C of this section shdl
be added to the prospective operating cost and plant cost components or charges, whichever is
lower, to determine the NF's prospective rate. The NATCEPs interim reimbursement rate shall
not be adjusted for inflation.

E. Rembursement of NF cogs for training and competency evauation of nurse aides must teke
into account the NF's use of trained nurse aides in caring for Medicaid, Medicare and private pay
patients. Medicaid shal not be charged for that portion of NATCEPs costs which are properly
charged to Medicare or private pay services. The find retrospective reimbursement for
NATCEPs costs shdl be the reimbursement rate as cdculated from the most recently filed cost
report by the methodology in subsection C of this section times the Medicad patient days from
the DMAS MMR-240.

F. Disdlowance of non-reimbursable NATCEPs costs shall be reflected in the year in which the
non-reimbursable costs were claimed.

G. Payments to providers for alowable NATCEPs cods shdl not be consdered in the
comparison of the lower alowable resmbursement or charges for covered sarvices, as outlined in

12VAC30-90-55 A.

[12 VAC 30-90-171to 12 VAC 30-90-179. Reserved.]
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Subpart VIII

Criminal Records Checksfor Nursing Facility Employees

12V AC30-90-180. Criminal records checks.

A. This section implements the requirements of § 32.1-126.01 of the Code of Virginia and
Chapter 994 of the Acts of Assembly of 1993 (Item 313 T).

B. A licensed nurang faclity shdl not hire for compensated employment persons who have
been convicted of:

1. Murder;

2. Abduction for immora purposes as set out in § 18.2-48 of the Code of Virginia;

3. Assaults and bodily woundings as set out in Article 4 (8 18.2-51 et seq.) of Chapter 4 of Title
18.2 of the Code of Virginia;

4. Arson as set out in Article 1 (8 18.2-77 et seq.) of Chapter 5 of Title 18.2 of the Code of
Virginig

5. Pandering as set out in § 18.2-355 of the Code of Virginia;

6. Crimes againg nature involving children as set out in 8 18.2-361 of the Code of Virginia;

7. Taking indecent liberties with children as set out in 88 18.2-370 or 18.2-370.1 of the Code of
Virginig

8. Abuse and neglect of children as set out in § 18.2-371.1 of the Code of Virginig;

9. Failure to secure medicd attention for an injured child as set out in § 18.2-314 of the Code of

Virginig
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10. Obscenity offenses as set out in 818.2-374.1 of the Code of Virginia; or

11. Abuse or neglect of an incapacitated adult as set out in § 18.2-369 of the Code of Virginia

C. The provider shdl obtan a sworn staement or afirmation from every gpplicant disclosing
any crimind convictions or pending crimind charges for any of the offenses specified in
subsection B of this section regardiess of whether the conviction or charges occurred in the
Commonwealth.

D. The provider shal obtain an origind crimina record clearance or an origind crimind record
higory from the Centrad Crimind Records Exchange for every person hired. This information
shdl be obtained within 30 days from the date of employment and maintained in the employees
files during the teem of employment and for a minimum of five years after employment
terminates for whatever reason.

E. The provider may hire an applicant whose misdemeanor conviction is more than five years
old and whose conviction did not involve abuse or neglect or mord turpitude.

F. Reimbursement to the provider will be handled through the cost reporting form provided by
the DMAS and will be limited to the actud charges made by the Centrd Crimina Records
Exchange for the records requested. Such actud charges will be a pass-through cost which is not

apart of the operating or plant cost components.

Subpart 1 X

Use of MM R-240

12V AC30-90-190. Use of M M R-240.
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All providers must use the data from computer printout MMR-240 based upon a 60-day accrud

period.
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Subpart X

Commingled Investment Income

12V AC30-90-200. Commingled investment income.
DMAS gndl| treat funds commingled for investment purposes in accordance with PRM-15, §

202.6.

Subpart XI

Provider Notification

12V AC30-90-210. Provider notification.

DMAS dhdl notify providers of State Plan changes affecting reimbursement 30 days prior to

the enactment of such changes.

Subpart XI1

Sart-up Costs and Organizational Costs

12VAC30-90-220. Start-up costs.

A. In the period of developing a provider's ability to furnish patient care services, certain costs
are incurred. The costs incurred during this time of preparation are referred to as dtart-up costs.
Since these costs are related to patient care services rendered after the time of preparation, they

shall be capitalized as deferred charges and amortized over a 60-month time frame.
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B. Start-up costs may include, but are not limited to, adminidrative and nursang sdaies, hedt,
gas, and dectricity; taxes, insurae, employee training cods repairs and mantenance
housekeeping; and any other dlowable codts incident to the gtart-up period. However, any codts
that are properly identifisble as operating costs must be appropriately classfied as such and
excluded from start-up costs.

C. Start-up codts that are incurred immediately before a provider enters the Program and that
are determined by the provider, subject to the DMAS approva, to be immaterial need not be
capitalized but rather may be charged to operations in the first cost reporting period.

D. Where a provider incurs start-up costs while in the Program and these codts are determined
by the provider, subject to the DMAS approva, to be immaterid, these costs shal not be

capitaized but shall be charged to operations in the periods incurred.

12VAC30-90-221. Time frames.
—A-Start-up-cost-time frames.
-1 A. Start-up cods are incurred from the time preparaion begins on a newly condructed or
purchased building, wing, floor, unit, or expandon thereof to the time the firg patient (whether
Medicaid or non-Medicaid) is admitted for treatment, or where the start-up costs gpply only to
nonrevenue producing patient care functions or non-dlowable functions, to the time the areas are
used for their intended purposes.

2: B. If a provider intends to prepare dl portions of its entire facility a the same time, dart-up
codts for dl portions of the facility shdl be accumulated in a sngle deferred charge account and

shdl be amortized when the firg patient is admitted for treatment.



DEPT. OF MEDICAL ASSISTANCE SERVICES
Methods and Standards for Establishing Payment Rates-Long-Term Care
12 VAC 30-90-20 through [12\/AC-30-90-280-12 VA C 30-90-300]Page 88 of 138

3: C. If a provider intends to prepare portions of its facility on a piecemed bass (i.e,
preparation of a floor or wing of a provider's facility is ddayed), dat-up costs shal be
capitaized and amortized separately for the portion or portions of the provider's facility prepared
during different time periods.

4. D. Moreover, if a provider expands its NF by constructing or purchasing additiona buildings
or wings, Sart-up costs shall be capitaized and amortized separately for these aress.

[B. E. ] Depreciation time frames.

1. Cogs of the provider's facility and building equipment shal be depreciated using the straight
line method over the lives of these assats darting with the month the firgt patient is admitted for
treatment.

2. Where portions of the provider's NF are prepared for patient care services after the initia
dsart-up period, those asset costs gpplicable to each portion shal be depreciated over the
remaning lives of the goplicable assats. If the portion of the NF is a nonrevenue-producing
patient care area or non-dlowable area, depreciation shal begin when the area is opened for its
intended purpose. Cods of mgor movable equipment, however, shall be depreciated over the

usful life of each item gtarting with the month the item is placed into operation.

12V AC30-90-222. Organizational costs.
A. Organizationa costs are those codts directly incident to the creation of a corporation or other
form of busness. These cods are an intangible asset in that they represent expenditures for rights

and privileges which have a vdue to the enterprise. The services inherent in organizational cods
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extend over more than one accounting period and thus affect the costs of future periods of
operations.

B. Allowable organizationd cogts shdl include, but not be limited to, legd fees incurred in
establishing the corporation or other organization (such as drafting the corporate charter and by-
laws, legd agreements, minutes of organizational meeting, terms of origind stock certificates),
necessary accounting fees, expenses of temporary directors and organizational meetings of
directors and stockholders and fees paid to states for incorporation.

C. The following types of cods shdl not be consdered dlowable organizationd cods: cods
reaing to the issuance and sde of shares of capitd stock or other securities, such as
underwriters fees and commissions, accountant's or lawyer's fees, cost of qudifying the issues
with the appropriate Sate or federa authorities, ssamp taxes, etc.

D. Allowable organization cods shdl generdly be capitdized by the organization. However, if
DMAS concludes that these costs are not materid when compared to totd alowable costs, they
may be included in dlowable indirect operating cods for the initid cost reporting period. In dl
other circumstances, alowable organization costs shal be amortized ratably over a period of 60

months starting with the month the firgt patient is admitted for trestment.

12VAC30-90-223 to 12VAC30-90-229. [Reser ved]
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Subpart X111

DMAS Authorization

12VAC30-90-230. Accessto records.

A. DMAS ghdl be authorized to request and review, ether through a desk or fidd audit, dl
information related to the provider's cost report that is necessary to ascertain the propriety and
dlocation of costs (in accordance with Medicare and Medicad rules, regulations, and
limitations) to patient care and non patient care activities.

B. Examples of such information shdl include, but not be limited to, al accounting records,
mortgages, deeds, contracts, meeting minutes, salary schedules, home office services, cost
reports, and financid statements.

C. This access dso applies to related organizations as defined in 12V AC30-90-51 who provide

assets and other goods and services to the provider.

Subpart X1V

Home Office Costs

12V AC30-90-240. Home office oper ating costs.
A. Home office operating costs shdl be dlowable to the extent they are reasoneble, relate to

patient care, and provide cost savingsto the provider.
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B. Provider purchases from related organizations, whether for services, or supplies, shdl be
limited to the lower of the related organizations actud cost or the price of comparable purchases
made el sewhere.

C. Home office operating costs shall be allocated in accordance with § 2150.3, PRM-15.

D. Home office costs associated with providing management services to nonrelated entities
shdl not be recognized as dlowable rembursable cost.

E. Allowable and non-dlowable home office costs shal be recognized in accordance with 8
2150.2, PRM-15.

F. Item 398 D Chapter 723 of 1987 Acts of Assembly (as amended), effective April 8, 1987,
eiminated rembursement of return on equity capitd to proprietary providers for periods or

portions thereof on or after July 1, 1987.

Subpart XV

Refund of Overpayments

12V AC30-90-250. Lump sum payment.
When the provider files a cost report indicating that an overpayment has occurred, full refund
ghal be remitted with the cost report. In cases where DMAS discovers an overpayment during

desk audit, fidd audit, or find settlement, DMAS shdl promptly send the firg demand letter

requesting a lump sum refund. R
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12VAC30-90-251. Offset.

If the provider has been overpaid for a particular fiscd year and has been underpaid for another
fiscd year, the underpayment shdl be offset agangt the overpayment. So long as the provider
has an overpayment balance, any underpayments discovered by subsequent review or audit shall

be used to reduce the balance of the overpayment.

12V AC30-90-252. Payment schedule.

A. If the provider cannot refund the totd amount of the overpayment (i) a the time it files a
cost report indicating that an overpayment has occurred, the provider shdl request in writing an
extended repayment schedule at the time of filing, or (ii) within 30 days &fter recelving the
DMAS demand letter, the provider shal promptly request in writing an extended repayment
schedule.

B. DMAS may edtablish a repayment schedule of up to 12 months to recover dl or part of an
overpayment or, if a provider demondrates that repayment within a 12-month period would
cregte severe financial hardship, the Director of DMAS may gpprove a repayment schedule of up
to 36 months.

C. A provider shdl have no more than one extended repayment schedule in place a one time. If
subsequent audits identify additiond overpayment, the full amount shdl be repad within 30 days
unless the provider submits further documentation supporting a modification to the exiging

extended repayment schedule to include the additiona amounts.
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D. If, duing the time an extended repayment schedule is in effect, the provider ceases to be a
participating provider or fails to file a cogt report in a timdy manner, the outsanding baance
shdl become immediately due and payable.

E. When a repayment schedue is used to recover only pat of an overpayment, the remaining

amount shall be recovered from interim payments to the provider or by lump sum payments.

12V AC30-90-253. Extension request documentation.
In the written request for an extended repayment schedule, the provider shdl document the
need for an extended (beyond 30 days) repayment and submit a written proposa scheduling the

dates and amounts of repayments. The provider must make payments in accordance with the

proposed schedule while the schedule is pending approvd. If DMAS agpproves the schedule,

DMAS ghdl send the provider written natification of the approved repayment schedule, which

shall be effective retroactive to the date the provider submitted the proposdl.

12V AC30-90-254. Interest charge on extended repayment.

A. Once an initid determinaion of overpayment has been made, DMAS shdl undertake full
recovery of such overpayment whether or not the provider disputes, in whole or in part, the
initid determination of overpayment. If an apped follows, interest shal be waved during the
period of adminigrative gpped of aninitid determination of overpayment.

B. Interest charges on the unpaid baance of any overpayment shal accrue pursuant to § 32.1-

313 of the Code of Virginiafrom the date the director's determination becomes find.
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C. The director's determination shal be deemed to be find on (i) the due date of any cost report
filed by the provider indicating that an overpayment has occurred, or (ii) the issue date of any
notice of overpayment, issued by DMAS, if the provider does not file an gpped, or (iii) the issue
date of any adminidrative decison issued by DMAS after an informa fact finding conference, if
the provider does not file an apped, or (iv) the issue date of any adminidrative decison sgned
by the director, regardless of whether a judicid apped follows In any event, interest shdl be
waved if the overpayment is completdly liquidated within 30 days of the date of the find
determination. In cases in which a determination of overpayment has been judicidly reversed,
the provider shdl be reimbursed that portion of the payment to which it is entitled, plus any

applicable interest which the provider paid to DMAS.

12V AC30-90-255 to 12VAC30-90-259. [Reser ved)]

Subpart XVI

Revaluation of Assets

12V AC30-90-260. Ghange-of-ownership. Repealed.
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12 VAC 30-90-261 through 12 VAC 30-90-263. Reserved.

12V AC30-90-264. Specialized car e services.

Specidized care sarvices provided in conformance with 12VAC30-60-40 E and H, 12VAC30-
60-320 and 12VAC30-60-340 shdl be rembursed under the following methodology. The
nursing facilities that provide adult specidized care for the categories of Ventilator Dependent
Care, Comprehensve Rehabilitation Care, and Complex Hedth Care will be placed in one group
for rate determination. The nursing facilities that provide pediatric specidized care in a dedicated

pediatric unit of eight beds or more will be placed in a second group for rate determination.

1. Routine operating cost. Routine operating cost shal be defined as in 12VAC30-90-271 and
12VAC30-90-272. To cdculate the routine operating cost reimbursement rate, routine operating

cost shdl be converted to a per diem amount by dividing it by actua patient days.
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2. Allowable cogt identification and cost reimbursement limitations. The provisons of Article 3
5 (12VAC30-90-50 et seq.) of Part 1l of this chapter and of Appendix [l (12VAC30-90-290) of

Part 11 of this chapter shdl apply to specidized care cost and reimbursement.

3. Routine operaing cost rates. Each facility shdl be reimbursed a prospective rate for routine
operding cods. This rate will be the lesser of the facility-specific prospective routine operating
caling, or the fadlity-specific prospective routine operating cost per day plus an efficiency
incentive. This efficiency incentive shdl be cdculated by the same method as in 12VAC30-90-

41.

4. Fecility-gpecific prospective routine operating ceiling. Each nurang facility's prospective
routine operating ceiling shal be calculated as:

a Statewide celing. The datewide routine operating ceilling shdl be the weighted average
(weighted by 1994 days) of specidized care rates in effect on July 1, 1996, reduced by statewide
weighted average ancillary and capitd cost per day amounts based on audited 1994 cost data
from the 12 facilities whose 1994 FY gpecidized care costs were audited during 1996. This
routine operating celing amount shdl be adjusted for inflation by the percentage of change in
the moving average of the Virginia specific Skilled Nurdng Faclity Market Basket of Routine
Service Codsts, as developed by DRI/McGraw-Hill, usng the second quarter 1996 DRI table. The

respective datewide operating cellings will be adjusted each quarter in which the provider's most
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recent fiscd year ends, by adjusting the most recent interim caling by 100% of higoricd

inflation and 50% of forecasted inflation to the end of the provider's next fisca yesr.

b. The portion of the dSaewide routine operating celing reaing to nursng sdaies (as
determined by the 1994 audited cost report data, or 67.22%) will be wage adjusted using a
normdized wage index. The normdized wage index shdl be the wage index gpplicable to the
individua provider's geographic location under Medicare rules of rembursement for skilled
nursng facilities, divided by the satewide average of such wage indices across the date. This
normaization of wage indices shal be updated January 1, after each time the Hedth Care
Financing Adminigration (HCFA) publishes wage indices for skilled nursng facilities. Updated
normdization shdl be effective for fiscd years dating on and after the January 1 for which the

normalization is calculated.

c. The percentage of the statewide routine operating ceiling relaing to the nursng labor and nor:
labor costs (as determined by the 1994 audited cost report data or 71.05%) will be adjusted by
the nurdng fadility's specidized cae average Resource Utilization Groups, Verson Il (RUG-
[11) Nursng-Only Normdized Case Mix Index (NCMI). The NCMI for each nurang fadlity will
be based on al specidized care patient days rendered during the six-month period prior to that in

which the celling applies (see subdivision 6 below).

5. Normdized case mix index (NCMI). Case mix shdl be measured by RUG-III nurang-only

index scores based on Minimum Data Set (MDS) data The RUG-III nurdng-only weights
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developed a the nationd level by the Hedth Care Financing Adminigration (HCFA) (see
12VAC30-90-320) shdl be used to caculate a facility-gpecific case mix index (CMI). The
fadlity-specific CMI, divided by the statewide CMI shdl be the facility's NCMI. The steps in the

cdculation are asfollows

a The fadlity-specific CMI for purposes of this rate cdculaion shdl be the average of
the nationd RUG-III Nursing-Only weights cdculated across dl patient days in the
fedility during the 9x months prior to the sx-month period to which the NCMI shdl

be applied to the facility's routine operating cost and celling.

b. The statewide CMI for purposes of this rate cdculation shdl be the average of the
naiond RUG-III Nursang-Only weights caculated across dl specidized care patient
days in dl Specidized Care Nursng fadilities in the date during the sx months prior
to the sx-month period to which the NCMI shdl be applied. A new statewide CMI
ghdl be cdculated for each six-month period for which a provider-specific rate must

be set.

c. The fadlity-specific NCMI for purposes of this rate cdculaion shal be the facility-

specific CMI from (a) above divided by the statewide CMI from (b) above.

d. Each fadlity's NCMI shdl be updated semiannudly, at the start and the midpoint of

the facility'sfiscdl yesar.
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e Pdient days for which the lowest RUG-III weght is imputed, as provided in

subdivison 14 ¢ of this section, shal not be included in the caculation of the NCMI.

6. Facility-specific prospective routine operating base cost per day: The facility-gpecific routine
operating cost per day to be used in the cdculaion of the routine operaing rate and the
efficiency incentive shal be the actua routine cost per day from the most recent fiscd year's cost
report, adjusted (using DRI-Virginia inflation factors) by 50% of higoricd inflation and 50% of

the forecasted inflation, and adjusted for case mix as described below:

a An NCMI rate adjusment shall be applied to each facility's prospective routine nursing
labor and non-labor operating base cost per day for each semiannuad period of the

facility's fiscal yer.

b. The NCMI cdculated for the second semiannua period of the previous fiscad year
shdl be divided by the average of that (previous) fiscd year's two semiannua NCMIs
to yidd an "NCMI cog rate adjustment” to the prospective nursing labor and nonlabor

operating cost base rate in the first semiannud period of the subsequent fiscd year.

C. The NCMI determined in the firs semiannua period of the subsequent fiscd year shal
be divided by the average of the previous fiscd year's two semiannua NCMIs to

determine the NCMI cost rae adjustment to the prospective nursing labor and
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nonlabor operating base cost per day in the second semiannuad period of the

subsequent fiscal year.

See 12VAC30-90-310 for an illugration of how the NCMI is used to adjust routine operating
cod cealings and semiannual NCMI adjustments to the prospective routine operating base cost

rates.

7. Interim rates. Interim rates, for processing clams during the year, shdl be caculated from the
most recent settled cost report and Minimum Data Set (MDS) data avalable a the time the
interim rates must be set, except that falure to submit cost and MDS data timely may result in

adjustment to interim rates as provided elsawhere.

8. Ancillary cods. Specidized care ancillary costs will be paid on a pass-through basis for those
Medicad specidized care patients who do not have Medicare or any other sufficient third-party

insurance coverage. Ancillary costswill be rembursed as follows:

a All covered ancillary services, except kinetic therapy devices, will be reimbursed for
reasonable costs as defined in the current NHPS. See 12VAC30-90-290 for the cost

reimbursement limitations.
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b. Kinetic therapy devices will have a limit per day (based on 1994 audited cost report
data inflated to the rate period). See 12VAC30-90-290 for the cost reimbursement

limitations.

c. Kinetic thergpy devices will be rembursed only if a resdent is being trested for
wounds that meet specidized care Complex Hedth Care Category wound care criteria.
Resdents receiving this wound care must require kinetic bed therapy (thet is, low air
loss mattresses, fluidized beds, and/or rotating/turning beds) and require trestment for
a grade (stage) IV decubitus, a large surgical wound that cannot be closed, or second

to third degree burns covering more than 10% of the body.

9. Covered ancillary services are defined as follows: laboratory, X-ray, medicd supplies (eg.,
infuson pumps, incontinence supplies), physicd therapy, occupationd therapy, Speech therapy,
inhdation thergpy, IV therapy, entera feedings, and kinetic therapy. The following are not
goecidized care ancillary services and ae excluded from specidized care reimbursement:
physcian services, psychologist services, total parenterd nutrition (TPN), and drugs. These
sarvices must be separately billed to DMAS. An interim rate for the covered ancillary services
will be determined (usng data from the most recent settled cost report) by dividing alowable
ancillary cods by the number of patient days for the same cost reporting period. The interim rate

will be retroactively cost settled based on the specidized care nurang facility cost reporting

period.
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10. Capital costs {excluding—pediatric—speciaized—care—units).  Effective July 1, 2000, Gapital
capita cost reimbursement shal be in accordance with 12 VAC 30-90-35 through 12 VAC 30-

90-37 inclusve of the eurrernt NHPS, except that the 95% 90% (85%-H—apphicable) occupancy

requirement shal not be separately applied to specidized care. Capital cost related to speciaized
care patients will be cost settled on the respective nurang facility's cost reporting period. In this
cost settlement the 95% 90% (85%—H—agpphieable) occupancy requirement shal be applied to dl

the nurang fadlity’s licensed nurang facility beds inclusve of specidized care.  An—oeecupaney

[To apply this requirement the following calculation shall be carried out.

a  Licensed beds including speciaized care beds, times days in the cost

reporting period shall equa available days.

b. 90% of available days shdl equa 90% occupancy days.

c. 90% occupancy days, minus actua resdent days including specidized

care days shdl equd the shortfdl of daysif it ispodtive. It shal be sat to

zero if it is negaive.

d. Actud resdent days not indluding specidized care days, plus the shortfdl

of days shdl equd the minimum number of daysto be used to caculate

the capital cost per day.]
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11. Nurse ade traning and competency evduation programs and competency evauation
programs (NATCEP) costs. NATCEPS costs will be paid on a pass-through basis in accordance

with the current NHPS.

12. Pediatric routine operating cost rate. For pediatric specialized care in a distinct part pediatric
specidized care unit, one routine operating cost celling will be developed. The routine operating

cost ceiling will be computed as follows:

a The Complex Hedth Care Payment Rate effective July 1, 1996, and updated for
inflation, will be reduced by (i) the weighted average capital cost per day developed
from the 1994 audit data and (ii) the weighted average ancillary cost per day from the
1994 audit data updated for inflation in the same manner as described in subdivison 4

aof this subsection.

b. The datewide operating celing shal be adjusted for each nursng facility in the same

manner as decribed in subdivisons 4 and 5 of this section.

c. The find routine operating cost reimbursement rate shal be computed as described for

other than pediatric units in subdivision 3 of this section.

13. Pediatric unit capital cost. Pediatric unit capital costs will be reimbursed in accordance with

the current NHPS, except that the occupancy requirement shall be 70% rather than 95%-or-85%
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14. MDS data submisson. MDS data relating to specidized care paients must be submitted to

the department in a submission separate from that which gppliesto dl nurang facility patients.,

a Within 30 days of the end of each month, each specidized care nurang facility shal
submit to the department, separately from its submisson d MDS data for al patients,
a copy of eech MDS Veson 20 which has been completed in the month for a
Medicad soecidized care paient in the nursng facility. This shdl indude (i) the
MDS required within 14 days of admisson to the nurang facility (if the patient is
admitted as a specidized care patient), (ii) the one required by the department upon
admisson to soecidized care, (iii) the one required within 12 months of the most
recent full assessment, and (iv) the one required whenever there is asgnificant change

of status.

b. In addition to the monthly data submission required in (8) above, the same categories
of MDS daa required in () above shdl be submitted for dl patients recelving
specidized care from January 1, 1996, through December 31, 1996, and shal be due

February 28, 1997.
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c. If a provider does not submit a complete MDS record for any patient within the
required timeframe, the depatment shdl assume that the RUG-III weight for that
patient, for any time period for which a complete record is not provided, is the lowest
RUG-III weight in use for specidized care patients. A complete MDS record is one
that is complete for purposes of transmisson and acceptance by the Hedth Care

Fnancing Adminigtration.

15. Case mix measures in the initid semiannud periods. In any semiannud periods for which
cdculations in 12VAC39-90-310 requires an NCMI from a semiannua period beginning before
January 1996, the case mix used shdl be the case mix agpplicable to the first semiannud period
beginning after January 1, 1996, that is a semiannuad period in the respective provider's fiscd
period. For example, December year-end providers rates gpplicable to the month of December
1996, would normdly require (in Appendix | (12VAC30-90-270 et seq.) of Part Il of this
chapter) an NCMI from July to December 1995, and one from January to June 1996, to cdculate
a rate for July to December 1996. However, because this calculation requires an NCMI from a
period before January 1996, the NCMIs that shall be used will be those applicable to the next
semiannua period. The NCMI from January to June 1996, and from July to December 1996,
shdl be gpplied to December 1996, as wel as to January to June 1997. Smilarly, a provider with
a March year end would lave it's rate in December 1996, through March 1997, calculated based

on an NCMI from April through September 1996, and October 1996, through March 1997.
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16. Cogt reports of specidized care providers are due not later than 150 days after the end of the
provider's fiscd year. Except for this provison, the requirements of 12VAC30-90-70 and
12V AC30-90-80 sndl apply.

12 VAC 30-90-265. Reserved.

12VAC30-90-266. Traumatic Brain Injury (TBI) payment.

DMAS shdl provide a fixed per day payment for nurang facility resdents with TBI served in
the program in accordance with resident and provider criteria, in addition to the rembursement
otherwise payable under the provisons of the Nursng Home Payment System. Effective for
dates of service on and after August 19, 1998, a per day rate add-on shdl be pad for recipients
who meet the digibility criteria for these TBI payments and who are resdents in a designated
nurang facility TBI unit of 20 beds or more that meets the provider digibility criteria Fhe-due

e—The rate add-on for any

quaifying provider's fiscd year shdl be reviewed annualy to determine the gppropriateness of

the amount, not to exceed $50 per patient day, and any changes will be published and distributed

to the providers. (Refer to 12VAC30-90-330, Traumatic brain injury diagnoses, for related

resident and provider requirements.)

12 VAC 30-90-267 through 12 VAC 30-90-269. Reserved.
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CERTIFED:

Date C. Mack Brankley, Acting Director

Dept. of Medica Assistance Services
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Part 111
Nursng Home Payment System Appendices

12V AC30-90-270. Uniform Expense Classfication. (Appendix 1.)

This appendix describes the classification of expenses gpplicable to the Nursing Fecility Payment

System.

Allowable expenses shal meet dl of the following requirements. necessity, reasonableness, non
duplication, related to patient care, not exceeding the limits and/or ceilings established in the
Payment System and meet applicable Medicare principles of reimbursement. _All of the

references to 12 VAC 30-90-270 occurring in previous Part |1 shal be understood to include 12

VAC 30-90-270 through 12 VAC 30-90-276.

12V AC30-90-271. Direct patient care operating.

A. Nursing service expenses.

1. Saary--nursing adminigtration. Gross sdlary (includes sick pay, holiday pay, vacation pay,
gaff development pay and overtime pay) of al licensed nursesin supervisory positions defined
asfollows (Director of Nursing, Assstant Director of Nursing, nursing unit supervisors and

patient care coordinators).
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2. Sdaries-RNs. Gross sdary of registered nurses.

3. Sdlaries--LPNs. Gross sdary of licensed practical nurses.

4. Sdaries--Nurse Aides. Gross sdary of certified nurse aides.

5. Nursing employee benefits. Benefits related to registered nurses, licensed practica nurses,

certified nurse aides and nursing administration personnd as defined in subdivison 1 of this

subsection. See 12VAC30-90-272 B for description of employee benefits,

6. Contract nursing services. Cost of registered nurses, licensed practica nurses, and certified

nurse aides on a contract basis.

7. Supplies. Cogt of supplies, including nursing and charting forms, medication and treatment

records, physician order forms.

8. Professiond fees. Medicd director and pharmacy consultant fees.

B. Minor medica and surgica supplies.
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1. Sdaries--medica supply. Gross sdlary of personnd responsible for procurement, inventory

and didribution of minor medica and surgica supplies.

2. Medica supply employee benefits. Benefits related to medica supply personnd. See

12V AC30-90-272 B for description of employee benefits.

3. Supplies. Cost of items for which a separate identifiable charge is not customarily made,
including, but not limited to, colostomy bags, dressngs; chux; rubbing acohol; syringes, patient
gowns, basins; bed pans; ice-bags and canes, crutches, walkers, whed chairs, traction equipment

and other durable medica equipment for multi-patient use.

4. Oxygen. Cogt of oxygen for which a separate charge is not customarily made.

5. Nutrient/tube feedings. Cogt of nutrients for tube feedings.

6. Incontinence services. Cost of disposable and non-disposable incontinence supplies. The

laundry supplies or purchased commercid laundry service for non-digposable incontinent

savices.

C. Ancillary Service Cogt. Allowable ancillary service costs represents gross sdlary and related

employee benefits of those employees engaged in covered ancillary services to Medicad

recipients, cost of al supplies used by the respective ancillary service departments, cost of
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ancillary services performed on a contract basis by other than employees and al other costs

alocated to the ancillary service cost centersin accordance with Medicare principles of

reimbursement.

Following isaliging dl covered ancillary services.

1. Radiology

2. Laboratory

3. Inhdation therapy

4. Physica therapy

5. Occupationa therapy

6. Speech therapy

7.EKG

8. EEG
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9. Medical supplies charged to patient.

12V AC30-90-272. Indirect patient care operating costs.

A. Adminigrative and generd.

1. Adminigtrator/owner assistant administrator. Compensation of individuas responsible for

adminigtering the operations of the nurang facility. (See 12V AC30-90-50 and Appendix 111

(12VAC30-90-290) for limitations.)

2. Other adminidrative and fisca services. Gross sdaries of dl personnd in adminidretive,

personnd, fiscd, billing and admitting, communications and purchasing departments.

3. Management fees. Cost of fees for providing necessary management services related to

nursing facility operations. (See Appendix 11 (12VAC30-90-290) for limitations.)

4. Professond fees--accounting. Fees paid to independent outside auditors and accountants.

5. Professond fees--legal. Fees paid to attorneys. (See Appendix I11 (12VAC30-90-290) for

limitations))
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6. Professiond fees--other. Fees, other than accounting or legd, for professond servicesrelated

to nurang facility patient care.

7. Director's fees. Fees paid for attendance at scheduled mesetings which serve as reimbursement

for time, travel, and services provided. (See Appendix 111 (12VAC30-90-290) for limitations.)
8. Membership fees. Fees related to membership in hedlth care organizations which promote
objectives in the providers fied of hedth care activities. (See Appendix I11 (12VAC30-90-290)

for limitations))

9. Advertisng (classfied). Cost of advertising to recruit new employees and yellow pages

advertiang.

10. Public rdations. Cogt of promotiona expenses including brochures and other informationa

documents regarding the nursing facility.

11. Telephone. Cost of telephone service used by employees of the nursing facility.

12. Subscriptions. Cost of subscribing to newspapers, magazines, and periodicals.

13. Office supplies. Cost of supplies used in administrative departments (e.g., pencils, papers,

erasers, staples).
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14. Minor furniture and equipment. Cost of furniture and equipment which does not qudify asa

capital asset.

15. Printing and postage. Cost of reproducing documents which are reasonable, necessary and

related to nursing facility patient care and cost of postage and freight charges.

16. Travel. Cost of travel (airfare, auto mileage, lodging, medls, etc. by administrator or other
authorized personne on officid nursing facility business). (See 12V AC30-90-290 for

limitations))

17. Auto. All cogts of maintaining nuraing facility vehides, induding gas, all, tires, licenses,

maintenance of such vehicles.

18. Licensefees. Feesfor licenses, including state, county, and loca business licenses, and

VHSCRC filing fees.

19. Liability insurance. Cost of insuring the fadility againgt liability daims, induding

malpractice.

20. Interest. Other than mortgage and equipment.
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21. Amortization/start- up costs. Amortization of dlowable Start-Up Costs (See 12VAC30-90-

220).

22. Amortization/organizationd costs. Amortization of alowable organization costs (See

12V AC30-90-220).

B. Employee bendfits.

1. FICA (Socia Security). Cost of employer's portion of Social Security Tax.

2. State unemployment. State unemployment insurance costs.

3. Federd unemployment. Federad unemployment insurance costs.

4. Workers compensation. Cost of workers compensation insurance.

5. Hedlth insurance. Cost of employer's contribution to employee hedth insurance.

6. Group lifeinsurance. Cost of employer's contribution to employee group life insurance.

7. Pension plan. Employer's cost of providing pension program for employees.
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8. Other employee benefits. Cost of awards and recognition ceremonies for recognition and
incentive programs, disability insurance, child care, and other commonly offered employee
benefits which are nondiscriminatory.

C. Dietary expenses.

1. Sdaries. Gross sdlary of kitchen personne, including dietary supervisor, cooks, hel pers and

dishwashers.

2. Supplies. Cost of items such as soap, detergent, napkins, paper cups, and straws.

3. Dishes and utensils. Cost of knives, forks, spoons, plates, cups, saucers, bowls and glasses.

4. Consultants. Fees paid to consulting dietitians.

5. Purchased services. Costs of dietary services performed on a contract basis.

6. Food. Cost of raw food.

7. Nutrient ord feedings. Cogt of nutrientsin ora feedings.

D. Housekeeping expenses.
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1. Sdaries. Gross sdary of housskeeping personnd, including housekeepers, maids and janitors.

2. Supplies. Cost of cleaners, soap, detergents, brooms, and lavatory supplies.

3. Purchased services. Cost of housekeeping services performed on a contract basis.

E. Laundry expenses.

1. Sdaries. Gross sdary of laundry personnel.

2. Linen. Cost of sheets, blankets, and pillows.

3. Supplies. Cost of such items as soap, detergent, starch and bleach.

4. Purchased services. Cogt of other services, including commercia laundry service.

F. Maintenance and operation of plant.

1. Sdaries. Gross sdary of personnd involved in operating and maintaining the physica plart,

including maintenance men or plant engineer and security services.
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2. Supplies. Cost of supplies used in maintaining the physica plant, including light bulbs, nalls,

lumber, glass.

3. Painting. Supplies and contract services.

4. Gardening. Supplies and contract services.

5. Heeting. Cost of heating oil, natura gas, or cod.

6. Electricity. Sdf-explanatory.

7. Water, sewer, and trash remova. Sdlf-explanatory.

8. Purchased services. Cogt of maintaining the physical plant, fixed equipment, movable

equipment and furniture and fixtures on a contract basis.

9. Repairs and maintenance. Supplies and contract services involved with repairing the facility's

capital assets.

G. Medical records expenses.
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1. Sdaries--medica records. Gross salary of licensed medica records personnel and other

department personndl.

2. Utilization review. Fees paid to physicians attending utilization review committee mestings.

3. Supplies. All supplies used in the department.

4. Purchased services. Medica records services provided on a contract basis.

H. Quality assurance services.

1. Sdaries. Gross sdary of personne providing quaity assessment and assurance activities.

2. Purchased services. Cost of quality assessment and assurance services provided on a contract

basis.

3. Supplies. Cogt of dl supplies used in the department or activity.

|. Socid service expenses.

1. Sdaries Sdary of personnd providing medicaly-related socid services. A facility with more

than 120 beds must employ afull-time qudified socid worker.
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2. Purchased services. Cost of medically-related socia services provided on a contract bas's.

3. Supplies. Cost of al supplies used in the department.

J. Patient activity expenses.

1. Sdaries. Gross sdary of personnd providing recreationa programs to patients, such as arts

and crafts, church sarvices and other socid activities.

2. Supplies. Cost of items used in the activities program (i.e., games, art and craft supplies and

puzzles).

3. Purchased services. Cost of services provided on a contract basis.

K. Educationd activities expenses. (Other than NATCEPs costs, see 12V AC30-90-270.)

1. Sdaries. Gross sdaries of training personnel.

2. Supplies. Cogt of dl supplies used in this activity.

3. Purchased services. Cost of training programs provided on a contract basis.
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L. Other nurang Adminidrative cods.

1. Sdaries--other nurang adminigtration. Gross salaries of ward clerks and nurang

adminigration support staff.

2. Subscriptions. Cost of subscribing to newspapers, magazines and periodicals.

3. Office supplies. Cost of supplies used in nursing administrative departments (e.g., pencils,

papers, erasers, staples).

4. Purchased services. Cost of nurang adminigrative consultants, ward clerks, nurang

adminigtration support staff performed on a contract basis.

5. Advertising (classified). Cost of advertising to recruit dl nursing service personnd.

M. Home office costs. Allowable operating cogts incurred by a home office which are directly

assigned to the nursing facility or pooled operating costs that are alocated to the nuraing facility

in accordance with 12V AC30-90-240.

12VAC30-90-273. Plant costs.
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A. Interest.

1. Building interest. Interest paid or accrued on notes, mortgages and other loans, the proceeds of

which were used to purchase the nursing facility's red property. (See 12VAC30-90-30 for

Limitations))

2. Equipment interest. Interest paid or accrued on notes, chattel mortgages and other |oans, the

proceeds of which were used to purchase the nursing facility's equipment. (See 12V AC30-90-30

for Limitations))

B. Depreciation (12VAC30-90-50).

1. Building depreciation. Depreciation on the nursing facility's building.

2. Building improvement depreciation. Depreciation on mgor additions or improvements to the

nurang facility (i.e., new laundry or dining room).

3. Land improvement depreciation. Depreciation of improvements made to the land occupied by

the facility (i.e., paving, landscaping).
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4. Fixed and movable equipment depreciation. Depreciation on capital assets classfied asfixed

and movable equipment in compliance with American Hospital Association Guiddines.

5. Leasehold improvement depreciation. Depreciation on mgjor additions or improvements to

building or plant where the facility isleased and the costs are incurred by the lessee (tenant).

6. Automobile depreciation. Depreciation of those vehicles utilized soldly for facility/patient

savices.

C. Lease/rental.

1. Building rentd. Rental amounts paid by the provider on dl rented or leased red property (land

and building).

2. Equipment rental. Rental amounts paid by the provider on leased or rented furniture and

equipment.

D. Taxes.

1. Property taxes. Amount of taxes paid on the facility's property, plant and equipment.

E. Insurance.
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1. Property insurance. Cogt of fire and casudty insurance on buildings and equipment.

2. Mortgage insurance. Premiums required by the lending indtitution, if the lending inditution is
made adirect beneficiary and if premiums meet Medicare principles of reimbursement criteria

for dlowability.

F. Amortization--deferred financing costs. Amortization of deferred financing codts (those costs
directly incident to obtaining financing of dlowable capita costs reated to patient care services
such as legd fees, guarantee fees, sarvice fees, feaghility studies; loan points; printing and
engraving cogts, rating agency fees). These deferred financing costs should be capitdized and

amortized over the life of the mortgage.

G. Home office capital costs. Allowable plant costs incurred by a home office which are directly

identified to the nursing facility or pooled capitd codts that are dlocated to the nurang fadility in

accordance with 12V AC30-90-240.

12V AC30-90-274. Non-dlowable expenses.

Non-alowable expenses include but are not limited to the following:
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A. Barber and beautician. Direct and indirect operating and capital costs related to the provison

of beauty and barber services to patients.

B. Persond items. Cost of persona items, such as cigarettes, toothpaste, and shaving cream sold

to patients.

C. Vending machines. Cogt of items sold to employees and patients including candy bars and

oft drinks.

D. Teevison/tedephones. Cost of televison sets and telephones used in patient rooms.

E. Gift shop. Direct and indirect operating and capita cost related to the provison of operating a

gift shop.

F. Insurance--officers. Cogt of life insurance on officers, owners and key employees where the

provider isadirect or indirect beneficiary.

G. Income taxes. Taxes on net income levied or expected to be levied by any governmental

entity.

H. Contributions. Amounts donated to cheritable or other organizations which have no direct

effect on patient care.
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|. Deductions from revenue. Accounts receivable written off as bad debts, charity, courtesy, or

from contractua agreements are non-alowable expenses.

J. Advertising. The cogt of advertisementsin magazines, newspapers, trade publications, radio,

and televison and certain home office expenses as defined in PRM-15.

K. Cafeteria. Cost of medsto other than patients.

L. Pharmacy. Cogt of dl prescribed legend and nonlegend drugs.

M. Medicd supplies. Cost of medica suppliesto other than patients.

N. Plant cogts. All plant costs not available for nuraing facility petient care-related activities are

nonreimbursable plant cods.

12V AC30-90-275. Nurse Aide Training and Competency Evauation Programs (NATCEPS)

costs.

A. Facility-based NATCEPs costs.
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1. Salary--gaff development. Gross sdary of personne conducting the nurse aide training and

competency evauation programs.

2. Employee benefits. Benefits related to personnel conducting the nurse aide training and

competency evauation programs. See 12VAC30-90-272 B for description of employee benefits.

3. Contract services. Cost of state qualified nurse aide instructors paid on a contract basis.

4. Supplies. Cost of supplies used in conducting NATCEPs (e.g., pencils, papers, erasers, staples,

textbooks and other required course materids).

5. Licensefees. Cost of nurse aide registry gpplication fees and competency evauation testing

fees paid by the nursing facilities on behdf of the certified nurse aides.

6. Housekeeping expenses. Housekeeping expense as defined in 12VAC30-90-272 D, for
nursing facilities which dedicate pace in the facility to NATCEPs activities 100%.
Housekeeping expenses shdl be dlocated to the NATCERPs operations in accordance with

Medicare Principles of Reimbursement.

7. Maintenance and operation of plant. Maintenance and operation of plant as defined in
12V AC30-90-272 F, for nurang facilities which dedicate space in the facility to NATCEPs

activities 100%.
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Maintenance and operation of plant expense shadl be dlocated to the NATCEPs operationsin

accordance with Medicare Principles of Reimbursement.

8. Other direct expenses. Any other direct costs associated with the operation of the NATCEPs.

There shdl be no alocation of indirect patient care operating costs as defined in 12V AC30-90-

272, except housekeeping and maintenance and operation of plant expenses.

B. Non-fadility-based NATCEPS costs.

1. Contract services. Cost of training and competency evauation of nurse aides paid to an

outside state gpproved nurse aide education program.

2. Supplies. Cost of supplies of textbooks and other required course materials provided during

the nurse aide educeation programs by the nuraing facility.

3. Licensefees. Cost of nurse aide registry gpplication fees and competency evauation testing

fee paid by the nursing facility on behdf of the certified nurse aides.

4. Travel. Codt for trangportation provided to the nurse aides to the training or competency

evauation teging Ste.
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12V AC30-90-276. Crimina records background checks.

Included in the Uniform Expense Classfications is the cost of obtaining crimina records checks
from the Central Criminad Records Exchange for al persons hired for compensated employment
after July 1, 1993.

CERTIFED:

Date C. Mack Brankley, Acting Director

Dept. of Medica Assstance Services
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Part [11
Nursng Home Payment System Appendices

Appendix Il. Leasng of facilities

12V AC30-90-280. Leasing of facilities. The substance of this Appendix shal apply only to

Subpart I, Article 2.

|. Determination of dlowable lease costs.

A. The provisons of this Part (Appendix I1) shall gpply to al lease agreements, including sdes
and leaseback agreements and lease purchase agreements, and including whether or not such
agreements are between parties which are related (as defined in 12V AC30-90-50 of the Nursing

Home Payment System (NHPS)).

B. Reimbursement of lease costs pursuant to alease between parties which are not related shall
be limited to the DMAS dlowable cost of ownership as determined in E. below. Reimbursement
of lease costs pursuant to a lease between parties which are related (as defined in 12V AC30-90-
50) shdl be limited to the DMAS dlowable cost of ownership. Whether the lease is between
parties which are or are not related, the computation of the alowable annual |ease expense shdll

be subject to DMAS audit.
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C. The DMAS dlowable cost of ownership shdl be determined by the historicd cost of the
facility to the owner of record at the date the |ease becomes effective. When alease agreement is
in effect, whether during the origind term or a subsequent renewd, no increasein the

reimbursement shall be dlowed as aresult of a subsequent sde of the facility.

D. When abonafide sale has taken place, the facility must have been held by the sdller for a
period of no lessthan five years for alease effected subsequent to the sale date to be compared to
the buyer's cost of ownership. Where the facility has been held for lessthan 5 years, the

dlowable lease cogt shdl be computed using the seller's historical cogt.

E. Reimbursement of lease codts pursuant to a lease between parties which are not related (as
defined in 12VAC30-90-50) shdl be limited to the DMAS dlowable cost of ownership. The
following reimbursement principles shal apply to leases, other than those covered in 12VAC30-

90-50 and subdivison IV (Appendix 1), entered into on or after October 1, 1990:

1. An"Allowable Cost of Ownership" schedule shall be created for the lease period to compare

the total lease expense to the alowable cost of ownership.

2. If the lease cost for any cost reporting period is below the cost of ownership for that period, no
adjustment shdl be made to the lease cost, and a"carryover credit” to the extent of the amount
alowable for that period under the "Allowable Cost of Ownership” schedule shdl be created but

not paid.
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3. If the lease cost for afuture cost reporting period is greater than the " Cost of Ownership” for
that period, the provider shal be paid this"carryover credit” from prior period(s), not to exceed
the cumulative carryover credit or his actud |ease cost, whichever isless. At no time during the

lease period shadl DMAS reimbursement exceed the actual cumulative "Cost of Ownership.”

4. Once DMAS has determined the alowable cost of ownership, the provider shdl be

respongible for preparing a verifiable and auditable schedule to support cumulative computations

of cost of ownership vs. lease cost to support the "carryover credit” as reported in the "Allowable

Cost of Ownership” schedule, and shal submit such a schedule with each cost report.

I1. Documentation of costs of ownership.

A. Leases shdl provide that the lessee or DMAS shall have access to any and al documents

required to establish the underlying cost of ownership.

B. In those ingtances where the lessor will not share this information with the lesseg, the lessor

can forward this information direct to DMAS for confidentia review.

[11. Computation of cost of ownership.
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A. Before any rate determination for alowable lease costs is made, the lessee must supply a
schedule comparing lease expense to the underlying cost of ownership for the life of the lease.
Supporting documentation, including but not limited to, the lease and the actud cost of
ownership (mortgage instruments, financid statements, purchase agreements, etc.) must be

included with this schedule,

B. The underlying Sraight-line depreciation, interest, property taxes, insurance, and amortization

of legd and commitment fees shdl be used to determine the cost of ownership for comparison to

the lease costs. Any cost associated with the acquisition of alease other than those outlined

herein shdl not be considered alowable unless specificaly approved by the Department of

Medical Assstance Searvices.

1. Straight line depreciation.

a Depreciation shdl be computed on agraight line bass only.

b. New or additions facilities shall be depreciated in accordance with AHA Guiddines.

c. Allowable depreciation for on-going facilities shal be computed on the historica cost of the

facility determined in accordance with limits on dlowable building and fixed equipment codt.



DEPT. OF MEDICAL ASSISTANCE SERVICES
Methods and Standards for Establishing Payment Rates-Long-Term Care
12 VAC 30-90-20 through 12 VAC 30-90-300 Page 135 of 138

d. The limits contained in 12VAC30-90-30, and Part VI (12VAC30-90-160) shdl gpply, as

appropriate, whether the facility is newly constructed or an on-going fadility.

2. Interest. Interest expense shdl be limited to actua expense incurred by the owner of the
fadlity in servicing long-term debt and shdl be subject to the interest rate limitations stated in

12V AC30-90-30.

3. Taxes and insurance. Taxes are limited to actual incurred red etate and property taxes.
Insurance is limited to the actua cost of mortgage insurance, fire and property ligbility insurance.
When included in the |lease as the direct responsibility of the lessee, such taxes and insurance

shdl not be apart of the computation of the cost of ownership.

4. Legd and commitment fees. Amortization of actud incurred closing costs paid by the owner,
such as attorney's fees, recording fees, transfer taxes and service or "finance" charges from the
lending inditution may be included in the comparison of the cost of ownership compuitation.
Such fees shall be subject to limitations and tests of reasonableness sated in these regulations.

These costs shdl be amortized over the life of the mortgage.

5. Return on Equity.

a Return on equity will be limited to the equity of the fadility's owner when determining

alowable |ease expense. [-Returh-on-equity-witl-be limited t0-10%:] Return on equity shdl be
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egual to the rentd rate percentage used in connection with the fair renta vaue (FRV)

methodology described in Article 3.] For the purpose of determining alowable lease expense,

equity will be computed in accordance with PRM-15 principles. The dlowable base will be
determined by monthly averaging of the annua equity baances. The base will be increased by
the amount of paid up principal in a period but will be reduced by depreciation expensein that

period.

b. Item 398D of the 1987 Appropriations Act (as amended), effective April 8, 1987 eiminated
relmbursement of return on equity capita to proprietary providers for periods or portions thereof

on or after July 1, 1987.

effect onJune-30-2000. L eased facilities shall be eligible for return on equity

capital after July 1, 2001, only if they were receiving return on equity capital on

June 30, 2000.]

IV. Leases approved prior to August 18, 1975.

A. Leases approved prior to August 18, 1975, shal have the terms of those leases honored for

reimbursement throughout the duration of the lease.
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B. Renewals and extensons to these leases shdl be honored for reimbursement purposes only
when the dollar amount negotiated at the time of renewa does not exceed the amount in effect at

the termination date of the existing lease. No escdation clauses shdl be gpproved.

C. Payments of renta costs for leases reimbursed pursuant to subsection A above shdl be
alowed whether the provider occupies the premises as alessee, sublessee, assignee, or
otherwise. Regardless of the terms of any present or future document creating a provider's
tenancy or right of possession, and regardless of whether the terms thereof or the parties thereto
may change from time to time, future rembursement shdl be limited to the lesser of (1) the
amount actudly paid by the provider, or (2) the amount reimbursable by DMAS under these
regulations as of the effective date this amendment. In the event extensons or renewas are
approved pursuant to subsection B of this section, no escalation clauses shall be approved or

honored for reimbursement purposes.
V. Nothing in this (Appendix 11) shal be congtrued as assuring providers that reimbursement for
rental costs will continue to be reimbursable under any further revisons of or amendment to

these regulations.

[12 VAC 30-90-181 to 12 VAC 30-90-300. Reserved.]
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CERTIFED:
Date C. Mack Brankley, Acting Director

Dept. of Medica Assistance Services



